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NATIONAL PROBLEMS, LOCAL SOLUTIONS:
FEDERALISM AT WORK
PART 11
TAX REFORM IN THE STATES

WEDNESDAY, APRIL, 14, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10 a.m., in room 2154,
Rayburn House Office Building, Hon. Dan Burton (chairman of the
committee) presiding.

Present: Representatives Burton, Gilman, Morella, Ros-Lehtinen,
McHugh, Horn, Davis of Virginia, Souder, Hutchinson, Terry,
Big%ert, Ose, Chenoweth, Waxman, Towns, Norton, Kucinich, and
Ford.

Staff present: Kevin Binger, staff director; Barbara Comstock,
chief counsel; David Kass, deputy counsel and parliamentarian;
John Griffin, senior counsel; James Schumann, counsel; Mark Co-
rolla, director of communications; John Williams, deputy commu-
nications director; Carla Martin, chief clerk; Lisa Smith-Arafune,
chief deputy clerk; Nicole Petrosino, legislative aide; Phil Schiliro,
minority staff director; Phil Barnett, minority chief counsel; Eliza-
beth Mundinger and David Sadkin, minority counsels; Ellen
Rayner, minority chief clerk; and Jean Gosa, minority staff assist-
ant.

Mr. BURTON. Good morning. A quorum being present, the Com-
mittee on Government Reform will come to order. I ask unanimous
consent that all Members’ and witnesses’ written opening state-
ments be included in the record, and, without objection, so ordered.

Today’s hearing is the second in a series that examines the rela-
tionship between State and local governments and the Federal
Government. Many of the most innovative and successful public
policy reforms enacted in recent years originated at the State and
local levels. Our first hearing covered the issue of crime and what
States and localities are doing to fight it. Today and tomorrow, we
are going to take a close look at the issue of tax reform, an appro-
priate issue for what is now notoriously known as tax week.

We are currently debating a number of tax cut proposals in the
Congress, and we have very large projected surpluses for the next
10 years. Someone said, let us not cut taxes now. Some, like my-
self, think the time is right for tax relief. One of the things we have
to remember when we talk about is what is the appropriate level
of taxes? It is that we are not the only ones who tax the American
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people. There are State taxes; there are local taxes. We need to
look at the total tax burden on the American people. When you
look at that, it is pretty high. The average family today pays more
in taxes than it spends on food, clothing, shelter, and transpor-
tation combined. The average tax rate for 440,000 individuals who
filed their returns in 1916 was 2.75 percent. In contrast, today’s
total taxes from all levels of government—Federal, State, and
local—stand at a record 32 percent of national income. In fact, Fed-
eral taxes alone consume about 21 percent of national income, the
highest proportion since World War II. That means one-third of
every person’s check goes right to the Government. Is that too
much? I think so. We have a chart that shows how tax freedom day
has been extended between 1964 and 1968.
[The chart referred to follows:]
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Mr. BURTON. This chart shows what is known as tax freedom day
has gotten and later and later over the years. According to the Tax
Foundation, in 1964, the average American worked 103 days until
April 13 to pay their total tax bill, including Federal, State, and
local taxes. Last year, tax freedom day was May 10th. The average
American worked 129 days to pay their total tax bill. My point is
when we are making important decisions on Federal tax policies,
we need to take the total tax burden on the American people into
consideration. Moreover, we must remember that not all States are
fortunate enough to have innovative Governors like the ones we
have here before us today. A number of States are still faced with
Governors and legislatures who have yet to understand the impor-
tance of tax relief and reform and continue to burden their citizens
with tax increases and more government bureaucracy.

The committee’s hearing will demonstrate how the Governors are
doing their part to deal with this at the State levels, specifically,
how they have reformed their respective State tax system to put
more money in their citizen’s pockets.

From crime to education and from welfare reform to taxes, State
and local governments have led the way in reforms. For example,
much of the highly successful welfare reform law we passed in the
104th Congress was taken directly from reforms first enacted by
Wisconsin’s Governor, Tommy Thompson, who will testify before
our committee next week. President Clinton vetoed welfare reform
twice, but once the law was enacted it revolutionized the welfare
system across America. Also in response to the Governors and may-
ors, the Republican Congress curbed the practice of imposing un-
funded Federal mandates which place burdensome demands on
States and local governments.

Over the next several months, the committee will continue our
series of hearings entitled, “National Problems, Local Solutions:
Federalism at Work,” by examining the issues of welfare reform
and education. Through these hearings, the committee will con-
tinue to highlight successful and innovative reforms at the State
and local levels, so that many of the solutions to the problems fac-
ing America come from the State and local levels and not from
Washington; determine which existing Federal programs best as-
sist cities and States, and explore new ways that the Federal Gov-
ernment can help State and local governments in the most cost-ef-
fective way.

Today’s hearing is entitled, “Tax Reform in the States.” The Gov-
ernors we will hear from today have all worked hard to ensure that
the citizens of their respective States keep more of their hard-
earned money instead of sending it to the State House. On that
point, especially, the Federal Government can learn a lot. The Gov-
ernors that are going to testify today and tomorrow have set an ex-
ample for the Congress and the President, because these Governors
recognize that the American people know best how to spend their
own money. Furthermore, these Governors are included in the
ranks of many Governors nationwide who have not only given more
money back to the citizens but have stimulated economic growth
while maintaining critical government services.

Take Governor Mike Huckabee of Arkansas, for example, in
1997, he worked for an across-the-board tax cut for the citizens of
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Arkansas. In addition, he has eliminated the State marriage tax
penalties, something that we haven’t done here in Congress. Gov-
ernor Huckabee is now working to eliminate the State capital gains
tax, something else that Congress should do. Governor Christine
Todd Whitman, who is our first guest today, of New Jersey has cut
every type of tax imaginable, including some taxes many people
probably didn’t even know they were paying, such as a tax on yel-
low pages advertising—I didn’t know about that. Virginia Governor
Jim Gilmore ran for election on and got the State legislature to
pass an elimination of the car tax. He also proposed and passed tax
exemptions for military personnel in order to give them a much
needed financial break. And Governor Pataki of New York has also
enacted tax cuts 36 times, saving the taxpayers of New York $19
billion. These Governors certainly deserve our attention.

First, this morning, we are going to hear from Governor Whit-
man of New dJersey, a very intelligent, articulate, and attractive
young lady. According to Governor Whitman, “We are not giving
anything back to the people; we are just taking less of what is al-
ready theirs.” She was elected in 1993 on her commitment to make
New Jersey government more responsible with taxpayers’ dollars.
She promised tax cuts and a more efficient government, and she
has delivered. On her watch, New Jersey has added 300,000 new
jobs; crime is at the lowest level it has been since 1974, and she
has enacted at least 17 tax cuts.

The centerpiece of her tax reform plan has been the 30 percent
cut of State income taxes. In three installments, she cut 30 percent
for most New Jerseyans. In addition, she has taken care of the low-
est income bracket by eliminating State income taxes altogether for
380,000 people in her State earning $7,500 or less. These are just
a few of her many successes, but, most recently, Governor Whit-
man proposed a $1 billion school tax rebate to help further ease the
tax burden of New dJersey citizens. This legislation is currently
making its way through the New Jersey Legislature.

I will talk about Governor Huckabee and the other Governors,
subsequently, when they appear before our committee, but, right
now, before I introduce our guest, Mr. Waxman, do you have any
comments?

Mr. WAXMAN. Yes, thank you very much, Mr. Chairman. I guess
no one should be at all surprised that today’s hearing is on taxes.
It seems that every year, Republicans use the days around April
15th as a time to score political points. The chairman said that the
Federal taxes are consuming the highest percentage of national in-
come than at any time since World War II. This is not true. Accord-
ing to a recent analysis by the Treasury Department which looked
at average income tax rates for a family of four, the average tax
rate for a family earning the median income is at its lowest rates
since 1965. For a family earning twice the median income, the rate
is the lowest it has been in 25 years. The average income tax rate
for a family earning one-half the median income is lower than any
year covered by the report which goes back to 1955, and I have a
chart over here which illustrates this point.

Another myth is that States deserve all the credit for tax cuts
we are going to hear about today, but the reality is that it is the
strong economic growth under President Clinton, the longest peace-
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time expansion in history, that has made the so-called Republican
tax cuts possible. Let me review some economic statistics under the
Clinton administration. The U.S. economy has created 18 million
new jobs in the last 6 years, over 90 percent in the private sector,
which has generated billions of dollars in additional tax revenues.
Today’s unemployment rate of 4.2 percent is down from 7.5 percent
in 1992 and has been below 5 percent for 21 consecutive months,
the lowest sustained peacetime unemployment rate in 41 years.

Since 1993, real wages have risen 6.1 percent compared to a de-
cline of 4.3 percent during the previous two administrations. Real
hour wages are up 2.5 percent in the past year alone after falling
5 percent from 1981 through 1992. The median family income, ad-
justed for inflation, is up $3,517 since 1993 after falling $1,835 be-
tween 1988 and 1992.

And sometimes what we don’t hear is as important as what we
do hear. I don’t think any of my Republican colleagues will com-
plain today about what is called the Misery Index. The Misery
Index, many of you may recall, was the quotient used by Ronald
Reagan in 1980 that asked the question, “Are you better off today
than 4 years ago?” The resounding answer today from coast to
coast is yes. Since the Clinton-Gore administration came to office
in 1993, we are better off. In New York, in California, in New Jer-
sey, in Virginia, in Indiana, and nearly every other State, we are
better off today than we were 6 years ago. It would appear that
this strong economic growth, more than any other factor, has made
these State tax cuts possible. More people working and making
higher wages translates into higher tax revenues and lower ex-
penditures on welfare and unemployment. Given these strong eco-
nomic statistics, it is no wonder that the States now have money
to pay for tax cuts.

One illustration is what has taken place in New Jersey. In her
written testimony submitted to the committee, Governor Whitman
says that she was able to cut New Jersey’s personal income tax by
30 percent while retaining the same level of tax revenue, but what
makes this possible is more people working and paying taxes on
higher incomes all of which has taken place under a Democratic
administration.

Yet another myth is that it is just Republican Governors who
have cut taxes. This is also not true. Democratic Governors, none
of whom, as far as I can tell, were invited today, as well as Repub-
lican Governors, have been able to take advantage of the strong
economy of the last 6 years to cut taxes. For example, Indiana Gov-
ernor O’Bannon cut taxes by $600 million in his first year in office.
He has proposed another $1 billion in tax cuts in 1999. Governor
Carper of Delaware has cut taxes for 5 consecutive years. Governor
Locke of Washington and Governor Patton of Kentucky have signed
tax cuts in recent years. In Missouri, Governor Carnahan has an
increase in personal income tax exemptions as well as a reduction
for health insurance costs for self-employed individuals. In fact,
this year alone, 10 of the country’s 19 Democratic Governors have
proposed tax cuts for their States. But we are not going to hear
from any of these Democratic Governors. We are also not going to
hear testimony from anyone about the negative consequences of
some of the Republican tax cuts. There is no mention that some
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States with Republican Governors would be forced to cut funds for
education programs and health care to pay for tax cuts. There is
also no mention of increases of State debt or increases in local
taxes that are necessary to make up for cuts in State funding for
services.

So, I can’t help but be a little skeptical about the motives behind
this hearing. First, we have a hearing to showcase Republican Gov-
ernors’ tax cuts; then, tomorrow, the day taxes are due, Mr.
McIntosh is holding a subcommittee hearing entitled—this is the
title for the hearing—“Clinton-Gore Versus the American Tax-
payer.” It would appear that these hearings are little more than a
taxpayer-funded commercial for the Republican party. I find it iron-
ic that the majority which says it is holding this hearing to find
out how to save taxpayers’ money would actually waste the tax-
payers’ money to hold what amounts to an RNC political event.
With income taxes due tomorrow, I wonder what the taxpayers will
think about that. Thank you, Mr. Chairman, for the opportunity to
make this opening statement; I yield back the balance of my time.

Mr. BURTON. Thank you, Mr. Waxman, and, as you know, we al-
ways extend to the minority the right to invite someone, and this
was no exception; the minority chose not to invite any Governors.

Do any other Members have any opening statements?

[The prepared statement of Hon. Benjamin Gilman follows:]



Remarks
“Tax Reform in the States™
April 15, 1999

THANK YOU MR. CHAIRMAN....

AS WE ALL KNOW, TODAY IS TAXDAY. TODAY,
MILLIONS OF WORKING FAMILIES WILL ONCE AGAIN
REALIZE THE SAD REALITY THAT THEY SPEND MORE ON
FEDERAL TAXES THAN ON FOOD, SHELTER, CHILD CARE,

AND OTHER IMPORTANT NECESSITIES....

MOREOVER, CONGRESS WITH YESTERDAY"’S
PASSAGE OF THE FISCAL YEAR 2000 BUDGET
RESOLUTION, IS WELL ON ITS WAY TO DECIDING ON THE
IMPORTANT ISSUES OF TAX CUTS AND GOVERNMENT

SPENDING ......
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ACCORDINGLY, | KNOW OF NO BETTER WAY TO
UNDERSCORE THE NEED TO TAKE A SERIOUS LOOK AT
HOW BEST TO PROVIDE NECESSARY TAX CUTS AND
IMPORTANT GOVERNMENT SERVICES, WHILE
SHRINKING OUR BURDENSOME RED TAPE AND
BUREAUCRACY, THAN BY HIGHLIGHTING THE
ACHIEVEMENTS OF THE GOVERNOR OF NEW YORK,

GEORGE PATAKI....

GOVERNOR PATAKI HAS SHOWN THAT A STRONG
COMMITMENT TO FISCAL RESPONSIBILITY AND A
- BELIEF THAT GOVERNMENT CAN ASSIST THOSE IN THE
PURSUIT OF A BETTER LIFE CAN INDEED GO HAND IN

HAND....
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... WITH THE GOVERNOR'’S LEADERSHIP, NEW YORK
IS NOW THE NATIONAL LEADER IN CUTTING TAXES. HE
HAS CUT INCOME, CORPORATE, PROPERTY, AND SALES
TAXES, AND HAS ELIMINATED NEW YORK’S ADDED-ON

ESTATE TAX.

IN ADDITION, THE GOVERNOR HAS FORGED AHEAD
WITH AN IMPRESSIVE AGENDA ON CRIME CONTROL,

WELFARE REFORM, JOB CREATION, EDUCATION

EXCELLENCE, ENVIRONMENTAL PROTECTION, AND

ACCESSIBLE HEALTH CARE...
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THROUGHOUT MY TENURE IN CONGRESS AS A
'REPRESENTATIVE FORM THE MID-HUDSON VALLEY OF
NEW YORK, I HAVE HAD THE PLEASURE OF KNOWING
AND WORKING WITH THE GOVERNOR FIRST-HAND
WHILE HE WAS MAYOR AND THEN IN THE STATE

LEGISLATURE...

| MOREOVER, DURING THE PAST FIVE YEARS, AS THE k
REPUBLICAN DEAN OF THE NEW YORK DELEGATION IT |
 HAS BEEN A DISTINCT PLEASURE TO WORK WITH |
' GOVERNOR PATAKI AND HIS ADMINISTRATION DURING
- OUR EFFORTS 10 PROVIDE NEW YORK WITH THE BEST
POSSIBL‘E‘TOOLS FOR AN ECONOMIC AND QUALITY OF ; |

LIFE RENEWAL....
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[ AM CONFIDENT THAT THIS MORNING’S
TESTIMONY WILL PROVE ENLIGHTENING AND I BELIEVE
ALL OF US IN CONGRESS CAN LEARN IMPORTANT
LESSONS FROM THE'GOVERNORS EXPERIENCES AND

POLICIES IN NEW YORK...
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Mr. BURTON. Ms. Whitman, thank you very much for being with
us today. We really appreciate your being here, and, as you can
see, there is some political jousting going on as is normal, but we
would love to hear from you about what has been going on in your
State and how you have dealt with your problems.

STATEMENT OF CHRISTINE T. WHITMAN, GOVERNOR, NEW
JERSEY

Governor WHITMAN. Well, thank you very much, Mr. Chairman
and good morning. I want to thank all the committee for the oppor-
tunity to talk about tax reform in the State of New Jersey.

It has been said that the power to tax is the power to destroy;
conversely, the power to cut taxes is the power to restore. A respon-
sible government balances the pursuit of revenue to do the people’s
business with the pursuit of low taxes to keep the people in busi-
ness.

When I ran for Governor 6 years ago, the tax system of New Jer-
sey was, frankly, way out of balance. A national recession had been
compounded by the largest tax increase in our State’s history, $2.8
billion in tax increases. Companies had fled New Jersey, and we
were losing jobs by the hundreds of thousands. In an increasingly
global economy, I believe that States must do all they can to at-
tract jobs and, just as importantly, retain the jobs they already
have, and it is clear to me that creating a competitive tax structure
is integral in that effort.

During my campaign, I proposed a steep cut in the State’s per-
sonal income tax, including a 30 percent cut for the majority of
New Jersey workers. I believed it was the right way to help fami-
lies who were struggling to make ends meet as government took
more and more money out of their paychecks. I believed it was a
good way to force the State government to spend its money more
intelligently, and I believed it was the only way to start reversing
the exodus of companies and jobs from the State of New Jersey.

The critics had a field day with my proposal, not surprisingly.
Some said it was just a cynical ploy to get elected, and I had no
intention of ever making it happen. Some feared I would cut taxes,
because they said State government couldn’t afford the loss of rev-
enue. Others dismissed the idea as likely to have little effect on
families or businesses.

We phased in that income tax cut between 1994 and 1996, a year
ahead of schedule and removed 350,000 low-income earners from
income tax payments altogether. And let me tell you, in every one
of those years, we increased the number of jobs and businesses in
the State of New Jersey; we decreased the State’s tax burden on
our families, and we still brought in more tax revenues than we
had the year before. We recovered every job lost during the pre-
vious administration and added well over 130,000 more. More New
Jerseyans are working today than ever before. In fact, New Jersey’s
unemployment rate is the lowest it has been in a decade.

We received more good news in the most recent regional forecast
analysis by WESA, and I would like to quote from it briefly: “New
Jersey now has the fastest employment growth in the mid-Atlantic
region for the sixth straight year. It has outpaced both New York
and Pennsylvania and all major sectors except for the two that are
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shrinking in the mid-Atlantic region, government and manufac-
turing,” and I am very pleased that government leads that.

Mr. Chairman, we have proved the critics wrong. Tax cuts work.
They allow families to keep more of the money they earn. Whether
they save, spend, or invest those dollars, that activity has a posi-
tive effect on the overall economy. Furthermore, cutting taxes chal-
lenges government to spend more efficiently, and tax cuts send a
signal to business that government understands their needs for a
competitive environment. In our case, we followed up on our per-
sonal income tax cuts with several business tax cuts, including one
that gave New Jersey the lowest small business tax in the region.

In total, we have cut taxes 17 times during my tenure with a cu-
mulative savings of $6.5 billion by this July. While the income
taxes save taxpayers the most, I would like to mention a few other
key reforms in New Jersey’s tax structure. We eliminated, as the
chairman mentioned, a sales tax on yellow pages advertising which
saves businesses, particularly small businesses who are very de-
pendent on that advertising as the only way to meet their cus-
tomers, $35 million a year. We enacted three tax cuts for research-
intensive, high-tech businesses which ultimately will mean $34
million in savings to this key sector of the New Jersey economy.
We have also restructured New Jersey’s energy tax and have pro-
vided for a 45 percent reduction in the energy tax rate. In replacing
our utility tax, we will save homeowners and businesses $68 mil-
lion by the end of next year. By cutting these taxes, we have sent
a message that State government in New Jersey is on the side of
the taxpayers. Yes, we are in the midst of a Nationwide boom, but
I don’t think it is coincidence that States like New Jersey, which
have cut taxes, are doing exceptionally well.

As I mentioned earlier, when I came into office, citizens were
feeling overburdened by taxes at every level of government. Not
only had their State taxes gone up but so had their local property
taxes, at the same time as their property values were going down.
During my administration, we have managed to help local govern-
ment keep the rate of tax increases, of local property tax increases
at historically low levels. But because property taxes are still too
high in the State of New Jersey, we continue to fight for our tax-
payers.

Just yesterday, I signed four pieces of legislation that create a
new $35 million State fund to reward towns and school districts
that consolidate or share services. New Jersey suffers from an over-
abundance of local government. We have over 600 school districts,
566 municipalities, enumerable water districts, fire districts, and
other forms of local government. By combining efforts, these local
governments can deliver better services at lower cost to the tax-
payer.

I am also pleased to say that we are going to provide an even
more immediate and direct relief to property taxpayers. Tomor-
row—and it is tax day, and there is some significance in that,
which is why we are doing it then—I will sign into law a $1 billion
Property Tax Relief Program. It is the largest property tax relief
in our State’s history. When it is fully phased in by the year 2002,
every homeowner in New Jersey will receive a check averaging
$600. It depends on their local school tax-property tax burden, and
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it is based on that, but the average check in the State will be $600,
and it will be going to 1.9 million homeowners.

Members of the committee, New Jersey’s experience gives me
confidence that tax cuts can make a tremendous contribution to the
well-being and prosperity of the community, whether it is a town
of 5,000 or a Nation of 50 States. The U.S. Congress deserves credit
for moving our Nation to a balanced budget and a Federal surplus.
Having dealt with that kind of situation at the State level, I know
that you have been offered hundreds of ideas—and some of them
very good ideas—as to how to spend that surplus even before it ar-
rives.

When considering what to do with the Federal surplus—and I
hesitate to offer ideas to the Congress, because you know these
issues far better than mere Governors of the States—but I believe
that Congress should set aside funding for high priorities, like So-
cial Security and education. I also believe, however, that Congress
would do well to consider returning some of the surplus funds to
hard-working, American taxpayers. As a Governor of a State that
receives the lowest return on our Federal tax dollar—we are 50th
of the 50 States—I also believe that kind of a tax cut would be the
most equitable to the people of my State.

Tax cuts work. They are important in sustaining economic
growth, increasing savings and investment capital and, most of all,
giving the working men and women of this country the opportunity
to spend more of their hard-earned tax dollars on the needs of their
families. Tax cuts keep government’s relationship with the people
in balance and help limit the size of government. What is more,
they also keep our Nation headed toward prosperity as we head
into a new century.

Mr. Chairman, members of the committee, I thank you for your
time, and I welcome any questions that you might have for me.

[The prepared statement of Governor Whitman follows:]
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TESTIMONY OF GOVERNOR CHRISTINE TODD WHITMAN
BEFORE THE HOUSE COMMITTEE ON GOVERNMENT REFORM
WASHINGTON, D.C.

WEDNESDAY, APRIL 14,1999

‘Thank you, Mr. Chairman, and good morning. I want to thank the members of the
committee for this opportunity to speak about tax reform in the State of New Jersey.

Tt has been said that the power to tax.is the power to destroy. By the same token,
the power to cut taxes is the power to restore. A responsible government balances the
pursuit of revenue to do the people’s business with the pursuit of low taxes to keep the
people in business.

‘When I ran for Governor six years ago, the tax system in New Jersey was out of
balance. A national recession had been compounded by the largest tax increase in my
state’s history — $2.8 billion. Companies fled New Jersey, and we lost hundreds of
thousands of jobs.

In an increasingly global economy, 1 believe that states must do all they can to
attract jobs and, just as important, retain the jobs they already have. And it is clear to me
that establishing a competitive tax structure is one of the first things you have to do.

During my campaign, [ proposed a steep cut in the state’s personal income tax,
including & 30 percent cut for the majority of New Jersey workers.

1 believed it was the right way to help families who were struggling to make ends
meet as government at every level took more and more from their paycheck, I believed it
was a good way to force state government o spend its money more intelligently. T also
believed it was the only way to start reversing the exodus of companies and jobs from the
State of New Jersey.

The critics had a field day with my proposal. Some said it was a cynical ploy to
get elected — and were convinced T had no intention of making it happen. Some feared I
would cut taxes because they said state government couldn’t afford the loss of revenue.
Others dismissed the idea as likely to have littie effect on either families or businesses.

We phased in the income tax cut between 1994 and 1996, a year ahead of
schedule, and removed 350,000 low-income earmers from the income tax rolls altogether.
And let me tell you: in every one of those years, we increased the number of jobs and
businesses in the State of New Jersey, we decreased the state tax burden on our families,
and we still brought in more tax revenues than we did the year before.
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We recovered every job lost from the previous administration’s tax increase and
added well over 130,000 more. More New Jerseyans are working than ever before. In
fact, New Jersey’s unemployment rate is the lowest in nearly a decade.

We received more good news in the most recent regional forecast analysis from
WEFA. Let me quote from it briefly: “New Jersey has now had the fastest employment
growth in the Mid-Atlantic region for the sixth straight year. ... It has outpaced both New
York and Pennsylvania in all major sectors except for the two that are shrinking in the
middle Atlantic region — government and manufacturing.”

Mr. Chairman, we have proved the critics wrong.

Tax cuts work. They allow farnilies to keep more of the money they eam. |
Whether they save, spend, or invest that money, that activity has positive effects on the
economy. Furthermore, cutting taxes challenges government to spend more efficiently.
And tax cuts send a signal to businesses that government understands their need fora
competitive environment.

In our case, we followed up on our personal income tax cut with several business
tax cuts, inchuding one that gave New Jersey the lowest small business tax in the region.

In fotal, we have cut taxes 17 times during my tenure, with a cumulative savings
of $6.5 billion by this July. While the income tax has saved taxpayers the most, let me
mention a few other key reforms New Jersey has made.

We eliminated the state sales tax on Yellow Pages advertising, which saves
businesses $35 million a year. We enacted three tax cuts for research-intensive high-tech
busi which ultimately will mean $34 million in savings to this key secior of New
Jersey’s economy.

We have also restructured New Jersey's energy tax and have provided fora 45%
reduction in the energy tax rate. In replacing our utility tax, we will save homeowners and
“businesses $68 million by the end of next year.

By cutting these taxes, we have sent the message that state government in New
Jersey is on the side of taxpayers. Yes, we ate in the midst of an economic boom
nationwide, but I don’t think it’s 2 coincidence that states like New Jersey, which have
cut taxes, are doing exceptionally well.

‘Asl mentioned earlier, when I came into office, citizens were feeling
overburdened by taxes at every level of government. Not only had their state taxes gone
up, but so had their local property taxes, while their property values had gone down,
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During my administration, we have managed to keep the rate of increase of local
property taxes to historically low levels, but because property taxes are still too high, we
continue to fight for our taxpayers.

Just yesterday, | signed legislation that creates a new $35 million State fund to
reward towns and school districts that consolidate or share services. New Jersey suffers
from an overabundance of local government with 566 municipalities, more than 600
school districts, and a host of other local units of government. By combining efforts,
these local governments can deliver better services at lower cost to the taxpayer.

I'm also pleased to say that we are going to provide even more immediate and
direct relief to property tax payers.

Tomorrow, I will sign into law a $1 biflion property 1ax relief program — the
largest property tax relief effort in our state’s history. When it’s fully phased in by the
year 2002, every homeowner in New Jersey will receive a check averaging $600 every
year.

Members of the committee, New Jersey’s experience gives me confidence that tax
cuts can make a tremendous contribution to the well-being and prosperity of a
community, whether it’s a town of 5,000 people or a nation of 50 states.

The U.S. Congress deserves credit for moving our nation to a balanced budget and
a federal surplus. Having dealt with that kind of situation on the state level, I know that
you have been offered hundreds of ideas for how to spend that surplus even before it
arrives.

When considering what to do with the federal surplus, I believe Congress should
set aside funding for high priorities like Social Security and education. I also believe,
. however, that Congress would do well to consider returning some of the surplus funds to
hard-working American taxpayers. As the governor of a state that receives the lowest
return on our federal tax dollars, I also believe that a tax cut would be the most equitable.

Tax cuts work. They are irnportant to sustaining economic growth, increasing
savings and investment capital, and — most of all - giving the working men and women in
this country the opportunity to spend more of their hard-earned dollars on the needs of
their families.

Tax cuts keep government’s relationship with the people in balance and help limit
the size of government. What’s more, they can keep our nation headed toward prosperity
as we head into a new century.

Mr. Chairman and members of the committee, I thank you for your ﬁme, and I
welcome any questions you may have for me.



19

THE NEW JERSEY RECORD

Since Govemor ‘Christine Todd Whnman was maugurated in January 1994, there havc
been ~ $0 far ~ atotalof 17 tax cuts enacted. These cuts include:: .

o 30% Tax Cm Cut the state income tax three times to fulfill the promise to cut taxes
30% for most New Jerseyans in three instaliments. .

o Off the Tax Rolls ~ Eliminated $tate income taxes altogether for 350, 000 New‘
Jerseyans earning $7,500 or less.

® Property Taxes — Enacted property tax deducnon act to restore the property tax
deduction f{}r personal income. ‘

» Business Tax Cuts ~ Enacted a series of business tax cuts that have stimulated the
" economy and will assure the continuation of existing jobs and the creation of new jobs.

e Enerav Tax Reform — Cut energy tax rates by 45% over a five-year period begmnmg m‘
1999, )

o Small Business Tax ~ Enacted the region's lowest cérporate tax rate for small business.
e Corporation Tax — Lowered the corporate business tax rate to 9%.
» Yellow Pages Tax ~ Eliminated the sales tax on "yellow pages" advertising.

« Double Weighting — Restructured the corporation business tax formula, to make it
more advantageous for companies to remain and grow in New Jersey.

» Broadeast Equipment Tax - Enacted a sales tax exemption for broadcast equipment.

Aggregate Tax Reduction — As the result of these tax changes, the cumulative savings for
New Jersey’s taxpayers will be $6.5 billion by July of this year.

Job Creation ~ Aggressive tax reduction has helped spark 2 net increase of approximately
330,000 private-sector jobs since January 1994, inctuding higher paying jobs in ficlds such -
as communications media and pharmaceuticals. New Jersey’s unemployment rate is now
the lowest in nearly a decade.
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Mr. BURTON. Thank you Governor, and I think your record
speaks for itself. When you were running, I believe, in 1993, during
the campaign it was stated that if you were able to cut taxes as
you had promised, the property tax rates would go through the ceil-
ing. You mentioned that you are cutting property taxes, but can
you tell us what happened immediately after you started imple-
menting your tax cuts? What kind of effect did it have on the prop-
erty taxes?

Governor WHITMAN. Well, the property taxes in the State of New
Jersey have gone up every year since we have kept records, save
one. The 1 year where we didn’t see a large increase was the first
year after the $2.8 billion tax increase, but the very next year it
started to go up again and went up at a rate faster than it has
gone up over the 6 years of my administration.

What we have done, we have increased municipal aid; we have
also, more importantly, been giving the school districts and munici-
palities and counties more tools to help them be smarter on how
they spend their money and try to keep those costs under control.
In the State of New Jersey, we don’t collect the property tax; we
don’t spend the property tax; that is local decisionmaking, but, ob-
viously, State spending patterns have an impact. That is why we
have taken over, for instance, in the course of my administration,
the full responsibility for funding the county courts, taking a major
burden off the counties, something they had to pay for before. We
have increased dramatically our funding for schools and school dis-
tricts, again, to help with the burden. We passed a State mandate-
State pay piece of legislation, so we now very carefully consider
anything we send down to the municipalities, much as you have
done here, and provide State dollars if, in fact, it is a mandate.

And because of all those, while property taxes have continued to
go up, the rate has been better controlled, and with the legislation
I signed yesterday, with the relief that we are going to be providing
tomorrow and with future legislation that I hope to sign, we will
continue to give local entities of government more opportunity to
be smarter on how they spend their dollars and encouraging them
to regionalize and to share services.

Mr. BURTON. During your remarks, you made a point that cut-
ting taxes challenge government to spend more efficiently. We
passed, here in Congress, what is called the Results Act where we
are trying to get each agency of Government to come up with a
business-like plan, and one of the problems we have had is that the
bill we passed did not have a lot of teeth in it, so some of the agen-
cies of Government, while they feign making some changes and
coming up with a business plan, they are really not doing it, be-
cause we haven’t put the teeth in it. Now, the chairman of the Ap-
propriations Committee and I have sent a letter to all of the agen-
cies saying that if they didn’t comply with the Results Act that
they might run the risk of having their appropriations cut. How did
you implement spending cuts in various agencies of government to
go along with the tax cuts in your administration? What kind of
teeth did you put in that?

Governor WHITMAN. Well, I have a distinct advantage over you
in that; I am the teeth. I put the budget together, and I can tell
the departments what it is that I think is appropriate after listen-
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ing to them, obviously, and taking in all their concerns, and if the
legislature determines to put more money in, I have the line item
veto, and I have exercised it on numerous occasions.

What we did and the first thing we looked at was controlling the
rate of growth. We were spending faster than we were seeing rev-
enue grow. We have now changed that. Our revenue stream is now
growing faster than increases in expenditures. A lot of the expendi-
tures we saw in State government were formula-driven over which
we have no control. In fact, as we look at the pie of State govern-
ment spending, the part over which the administration has control
is ever shrinking, because so much of it comes with strings at-
tached to either government strings that we have to match in order
to be able to keep our dollars or it comes from negotiated contract
settlements that have automatic escalator clauses in them, things
over which we have very little control, but we look there first. And
then I ask every department to go back and redefine their core mis-
sion, then to look at every program that they support and tell me
and defend to me how that meets their core mission. And, as they
come forward with new expenditure programs, they have to go back
and do the same thing, and when I present the budget to the legis-
lature, one of the agreements that we have come to is that, obvi-
ously, they can add things in spending, and that is fine, but where
they start to impact on total spending, they have got to find com-
mensurate cuts. If they want to change priorities and spend on a
different program, I am willing to listen to that, obviously; they
have a responsibility and right to do that, but they also have to un-
derstand the need to control spending overall, and we will set the
ceiling and ask that they maintain that and that they find com-
mensurate cuts if they want to increase expenditures in some other
area.

Mr. BURTON. One last question, and then I will yield to my col-
league from California. When you were running for Governor, you
made one of the issues that Governor Florio’s tax increases were
hurting economic growth and revenues coming into the State, and
you have cut taxes—he had increased taxes to bring in more rev-
enue—and you say the revenue stream has increased, while after
he increased taxes, the revenue stream went the other way. Can
you explain that?

Governor WHITMAN. Well, one of the problems that we faced
after the increase of taxes added to an already bad situation; we
were still in a recession. New Jersey, which traditionally had done
better than the Northeast under any economic circumstances—if
the Nation was doing well, New Jersey, generally, did a little bit
better than the other States in the region, but when the Nation
was doing badly, we still did a little better. We suddenly fell off a
cliff after the tax increases. We started to lag behind our neighbors
in the Northeast in the recovery. We were the slowest to come out
of that recovery.

By cutting the taxes, but sending the message that we were, in
fact, interested in promoting business and giving taxpayers more of
their dollars to spend or invest as they saw fit, we sent a very clear
message that things were going to be changing, and people re-
sponded. They responded very well, and businesses responded, and
we saw a change in that cycle of businesses closing and leaving,
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particularly small business, and, therefore, we were getting more
revenue. I mean, the economy in the Nation was coming back, but
we hadn’t been benefiting from that end of the recession until we
started to cut taxes and the regulatory burden we were placing on
businesses, and that has made a real difference, and people have
saved, and they have invested. We now, as I say, we have created
over 330,000 more jobs. We have over 330,000 more jobs today than
when I took office. It has been dramatic, the change has been dra-
matic, and we are once again, as WEFA has pointed out, leading
the mid-Atlantic States in the recovery, and that is an even bigger
jump than it might seem from our past history.

Mr. BURTON. Very good. Mr. Waxman.

Mr. WAXMAN. Thank you, Mr. Chairman. Governor Whitman, I
want to welcome you here today. The majority of people in New
Jersey, when they were polled, believe that the cut in income taxes
in your State was the cause for a dramatic increase in their prop-
erty taxes, and, in fact, the average residential property tax in-
creased, during the time that you were Governor, $698 which is
more than a 20 percent increase, and the study by the Institute on
Taxation and Economic Policy concluded New Jersey’s per capita
property tax bill is the highest in the country. The same non-par-
tisan New Jersey Office of Legislative Services said “While they got
a reduction in income taxes, there was an increase in property
taxes that weren’t really offset;” that the average household saved
$410 in 1998 due to the income tax cut while its property tax in-
creased $698.

Now, you are proposing a $1 billion rebate to help deal with the
problem that some people think was caused by the State income
tax cut, and you are going to give some kind of rebate to property
taxpayers for the future, but it doesn’t really do anything about
taxes paid between 1993 and 1997.

What is going on here? It seems like government’s taking with
the one hand and giving with the other or giving with one hand
and taking it away with the other. People see taxes going up on
property, and that is more regressive than the income tax. Why is
this—what do you think about that?

Governor WHITMAN. Well, Congressman, as I indicated in my
original answer, property taxes have been a problem in the State
of New Jersey from the beginning, and, in fact, the overall rate in-
crease was higher under my predecessor who raised every other
tax, including a tax on toilet paper, $2.8 billion in the State.

We, unfortunately, at the State level don’t control local govern-
ment spending. We have an impact. This year, for instance, we
have $8.4 billion in property tax relief. That includes a $5.4 billion
in school aid; $1.6 billion in municipal aid going back to our mu-
nicipalities, but if I were take the money that we are proposing and
that I will actually sign tomorrow in the billion dollar Property Tax
Relief Program and send that to the local districts, they would
spend it. In fact, interestingly enough, we have school districts
right now that are going to their public with their school bond
issues and say “Go ahead and vote for increasing spending for the
school district, because the State is going to give you money back.
So, you are going to be OK even if you increase this spending.” We
have
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Mr. WAXMAN. Well, you would think that they would be led to
believe that is because that is what is happening. You lower the
tax rates at the State level; to make up for the money for services,
the property taxes are increased. You say you don’t have a connec-
tion to it, but now you are going to give a rebate to those
taxpayers

Governor WHITMAN. We are going to give a rebate to the people,
because we can’t control the local spending. We took over the coun-
ty court system, literally tens of millions of dollars. Unfortunately,
the counties did not respond by lowering property taxes to their
constituents; they increased spending, and that is the concern that
we have. The only way to get directly to the taxpayer to provide
the relief they need is to send the check directly to them.

Would I rather see property taxes overall decrease? Yes, but I
will tell you that I would far rather decrease every tax that I can
than to see what happened during the Florio administration where
we increased taxes $2.8 billion on everything else, and property
taxes went up faster than they have gone up in the last 6 years,
and property values were going down at that time, so you have got
a double whammy there.

Mr. WAaXMAN. I am not a citizen of New dJersey; I don’t follow it
all that carefully. Some of your critics said that you have scaled
back on State contributions to State pension plans and unemploy-
ment insurance funds, from reimbursing hospitals for medical care
for the uninsured, and that funding for transportation and child
welfare was cut, and the debt was increased. I don’t know if this
is happening or not——

Governor WHITMAN. Sure, may I answer that?

Mr. WAXMAN [continuing]. But I want you to answer this ques-
tion, and you can elaborate on it. Your presentation to us sounded
wonderful. You lowered taxes; there are more jobs; people have got
money in their pockets; the economy benefited from it. Yet, in 1997,
when you ran for reelection, you had one of the closest elections in
the country; it was 47 percent to 46 percent. What was going on
in New Jersey to make people not appreciate all the wonderful
things you have done for them? Or did they have some questions
as to whether we're going as well as you presented it?

Governor WHITMAN. Well, Congressman, you understand politics,
and in the State of New Jersey where we have a registration that
is overwhelmingly independent and then more Democrats than Re-
publicans, we are a very competitive State. Auto insurance has al-
ways been a problem in the State of New Jersey, and we have
now—I have signed legislation that has provided a 15 percent re-
duction in auto insurance to the people of the State; all good driv-
ers get 15 percent off of the mandated policy, but that hadn’t hap-
pened before the election, and people were really angry over auto
insurance. Because everything else was going well enough, they
were now focusing on other issues.

But I would like to respond to some of what you had in your
question about debt, because this is something I hear about a great
deal. We have maintained our general obligation debt at approxi-
mately 3 percent of our appropriations. In fact, when you put all
debt in, and I believe in acknowledging all debt, and the situation
I walked into, I found a lot of debt that was off the books as well
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as debt on the books. We have kept all the debt—it is lower now
as a percentage of the budget itself.

Debt has increased—overall debt has increased $146 million in
the 6 years that I have been Governor of the State of New Jersey.
That has gone to build roads; it has gone to build jail cells; it has
gone to help with construction for educational facilities; it has gone
for the appropriate things.

I faced a $400 million unanticipated spike in debt service left by
the previous administration, about $8 million in debt that was not
on the books. We have saved the taxpayers in pension costs about
$46 billion in payment. It has been a very successful record. It has
taken a lot of work and a lot of effort. We have reduced our reli-
ance on one-shots. When I came into office, it was almost $2 mil-
lion; it is now down to about 2 percent of the overall budget, a little
over $360 million. It is a lot of hard fiscal discipline that is re-
quired here, but the truth of the story is that we have reduced ex-
penditures; we have kept debt steady and focused debt on where
it needs to be but have recognized all the debt. We are not playing
any games here. We have not sold a piece of highway to one of our
authorities and somehow recognized the revenue as being good rev-
enue.

So, it is important to understand that we have truly made a dif-
ference in the fiscal structure of the State of New Jersey, and I am
very proud of that record. It is not to say that we have solved all
the problems, and it is not to say that property taxes aren’t still
too high or that auto insurance doesn’t still need a lot of work.
They both do, but we have been very aggressive and will continue
to be aggressive in dealing with them.

Mr. BURTON. Mrs. Biggert.

Mrs. BIGGERT. Thank you, Mr. Chairman, and, welcome, Mrs.
Whitman. I come from Illinois which I think has some similarities
to New Jersey in that we are 48 out of 50 States in return of our
tax dollars. We also have an overabundance of local government.
I think we have the leader in having the most unusual townships,
county, and et cetera in local government.

I am interested in your funding of schools. I know that in Illinois
we have a primary duty of the State to fund local schools, and, cer-
tainly, our property taxes are amongst the highest, and funding
comes mostly from the property taxes, although the State does try
to—the paramount duty has been thought to be 51 percent, but as
the property taxes keep rising, it is very difficult for the State to
keep up, and we don’t meet that requirement. Do you have the
same thing? What is your obligation to fund the schools?

Governor WHITMAN. We are facing the same problem. The pro-
portion of the State budget that goes to school aid now is just about
one-third. It is right around $6 billion in school aid. We have in-
creased every year dramatically, and it is still, though, largely
funded for most of the districts through the property tax. We have
what is known as special needs districts where the State bears up
to 70 percent—we pay up to 70 percent or more of those districts,
and in others in wealthier districts, we don’t maintain the same
proportion percentage-wise.

What we have done in changing the structure of funding for edu-
cation—and for the first time in 28 years the Supreme Court has
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approved the funding proposal and methodology that the States put
forward, and we are no longer under court order here—but what
we have done is we are now recognizing enrollment, and for the
first time we are going to a full enrollment and basing our funding
on enrollment, but we are also basing it on something new in the
State of New Jersey which are standards and accountability. We
had no standards in our schools to speak of. We now have stand-
ards in seven academic areas. We are testing children in the 4th,
8th, and 11th grades, and we are watching school’s performances,
and we are rewarding those schools whose children are succeeding
on those tests. We are going to be intervening earlier in schools
where children are not achieving those tests, and that is also a part
of the school funding. The basic formula, however, is based on en-
rollment. We have determined what it should take to deliver to the
core curriculum standards, and, therefore, we are looking at schools
that are above or below that average and seeing what their chil-
dren are doing.

We also have proposed and we have in place now a very com-
prehensive report card on school districts that shows what money
is being spent and how it is being spent. We are No. 1 in the Na-
tion, still, on what we spend on average per child in the classroom.
When I took office, we were No. 1 on what we spend on child, on
average, through education. But we’re 37th on what was actually
reaching the child in the classroom and what we were spending on
the child in the classroom, and our kids were achieving at about
35th percentile. There is clearly something wrong with that. We
were willing to pay a lot of money on education on a per child
basis, but it was not reaching the children.

So, that is why we have changed the way we are doing the fund-
ing. We have given the State a greater ability to work with in a
collegial way, not a takeover way, but a collegial way with school
districts that are having trouble delivering that education into the
classroom, and we are looking forward to ensuring that we are see-
ing our kids meet those standards, training our teachers, and by
the time I leave office, we will have every classroom in the State
of New Jersey, not every school, but every classroom in the State
of New Jersey wired for the Internet or distance learning.

We are combining those things with the increased spending that
we have put in and the way we are trying to help municipalities
and school districts. We have school districts that have no schools
in them, and still there is a school district and elected board, and
they have some administrative personnel which costs everybody
money and is wasted money as far as I am concerned and as far
as I believe the children are concerned. So, we are trying to ensure
the efficiency, focus on the need in the classroom, and ensure that
the State’s proportion is equitable but not wasted money.

Mrs. BIGGERT. Well, certainly, one thing that we hear a lot about
or at least when I was in the Illinois Legislature, too, was the man-
dates and mandates that we were putting on schools or local gov-
ernment, and I noticed that you also had signed legislation which
provided that local government and taxpayers with relief from un-
funded State mandates and then eliminated existing mandates.
Could you expand on that a little bit?
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Governor WHITMAN. What we have been doing is reviewing every
place where the State has placed a mandate that has considerable
financial obligations with it to ensure that it is within the scope of
what we deem to be the most appropriate thing. We are not going
back and refunding dollars on that. What we have said is going for-
ward—we grandfathered the existing programs—but we have said
going forward—and it has changed legislation in many instances—
any time we have a mandate that has a dollar amount with it that
is going to cost local districts money to implement, the State must
pick up those dollars, and we have been doing that. The good part
of that is that it discourages a lot of legislation. People have
thought very carefully now about whether, in fact, this is important
legislation to implement when they are going to have to come up
with the dollars to pay for it, and that is very important, we think,
at the State level. It is nice to have a great idea, but when you
start to get serious about who pays for it, there is a second look
that is taken.

And, so we are reviewing everything very carefully. We have
been reducing mandates, particularly in education. We now do
have charter schools in the State of New Jersey which are very suc-
cessful, and a lot of those—the reason for the having them—I
mean, one of the advantages that you get is you are outside of a
lot of the requirements of the Department of Education, and that
is a good thing. I would like to see more charter schools, and we
are moving toward that each year.

Mrs. BIGGERT. Are there some mandates you think that the Fed-
eral Government has placed on the States that we should be doing
the same thing?

Governor WHITMAN. I could give you a list, and I would be happy
to give you a list. We don’t expect in State government—certainly,
I don’t expect—to get money from the Federal Government without
parameters, without some kind of overall goal as to what should be
achieved through those dollars, but what starts to lose us money,
what wastes us all time is when we get so prescriptive that you
have to spend so much of your time filling out forms in order to
get the dollars or trying to configure and squeeze a State program
into the Federal mandate even though that is not where we need
to spend our money.

We have done something very different in the State of New Jer-
sey as far as combining all the dollars that we—we have done it
with a focus on our cities, particularly our inner cities, and I have
put together a cabinet of the whole and asked them, all depart-
ments that have anything to do, any programs that impact on our
cities, to come together to reduce the requirements and the strings
attached and asked our cities to come forward, particularly with—
we have asked them to put together local groups that will tell us
neighborhood by neighborhood what that neighborhood needs, rec-
ognizing that not only are cities different, one from another, but
the neighborhoods within those cities are different, and we have
asked the people to come forward with what their needs are, and
we have put together, we have taken money from every program
that we have available and allowed them flexibility to apply those
dollars to their needs, so that it is not a one-size-fits-all, and the
challenge, of course, that you face here is you are dealing with 50
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different States, and what works in New Jersey is not going to in
Wyoming; it is not going to in Illinois, necessary. The flexibility is
required at the local level to be able—and at the State level to be
able to reconfigure those dollars to meet the needs.

In education, there are a lot of Federal programs that have
strings attached on education. We are now in the process of whole
school reform within our special needs district. That means chang-
ing the way we set our schools up from the ground up. It means
taking parents—getting parents involved in the system and admin-
istrators and teachers and changing the length of the day, the way
they present the classes. We need to oversee—that is what the
courts accepted when they accepted our proposal on State spending
for schools. That is what they want to see happen. We need to
make sure that our special needs districts are addressing those
needs. I have a real concern that a great deal of Federal money
that bypasses the States and goes straight to the municipalities, we
will have no control over; we will have no ability to ensure that
they are, in fact, meeting the needs in the classroom as has been
accepted by our State supreme court, and that is a real concern
that I have, and as you look at legislation, I would just urge you
to understand that there is a great difference amongst the States
about needs, and while we are trying not to be overly prescriptive
on the individual districts, we have standards and accountability at
the State level, and we need to ensure that our districts are meet-
ing those.

Mr. BURTON. Before we yield to Mr. Towns, let me just say that
any information that you have or any recommendations that you
might have, Governor Whitman, regarding Federal mandates and
how they restrict rather than help, if you could have your staff sub-
mit those to us, we will take a look at them; maybe we can help
you with them.

Governor WHITMAN. Certainly.

[The information referred to follows:]
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Dear Mr. Chairman:

Thank you for giving me the opportunity to testify before the Committee on
Government Reform regarding the tax cuts we have enacted in New Jersey and the
economic growth and job creation these tax cuts have helped us achieve. I hope that my
testimony will assist Congress in assessing federal tax policy and exploring opportunities
to return tax dollars to the American people.

Following up on our discussion during the hearing regarding the impact of
unfunded federal mandates on the states, I’d like to provide you with two examples that
are currently placing an added burden on the states.

Last year, Congress passed the Agricultural Research Extension Education Act,
which funded crop insurance, agricultural research and food stamp benefits for
immigrants. That bill was funded with a $1.8 billion cut in federal funding to the states
for the administration of the Food Stamp program. The legislation was scored by the
Congressional Budget Office as an unfunded mandate, and a point of order was raised on
the House floor. However, Congress passed this unfunded mandate, nonetheless, and the
President signed it into law. States are now forced to find state revenues to cover the cost
of administering this federal program.
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Honorable Dan Burton
Page 2
April 27, 1999

A second example is the Individuals with Disabilities Education Act (IDEA),
which requires that children with disabilities receive special education services. The
costs for state and local governments are significant and continue to increase annually,
At the same time, the federal government’s commitment to special education has
remained at only about ten percent of the total, even though language in the statute calls
for the federal government to provide forty percent of the costs. I urge Congress to fully
fund its commitment to special education before it funds new initiatives. There are more
requirements in this federal education law than any other and clearly this program merits
" full federal support.

1 have also included, for your reference, a copy of a letter detailing a number of
unfunded federal mandates and cost shifts which was sent to the House and Senate
leadership at the beginning of the last Congress by the state and ocal government
association, including the National Governors” Association.

Lastly, I'd like to correct a point that was raised during the hearing by Rep.
Edolphus Towns regarding marriage license fees in New Jersey. The fee, which is
currently $28, was last increased during my predecessor’s term in 1992, not during my
administration. Of the total fee, $25 is dedicated to a trust fund for New Jersey victims of
domestic violence, and the remaining $3 is retained by the municipality.

Please feel free to contact me if 1 can be of further assistance.

Yours sincerely,
AS T Covg
ijaj—;v - \,vij_: -
Christine Todd Whitman
Governor

Enclosure
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May 16, 1997 -
The Honorable Newt Gingrich

U.S. House of Representatives
Capitol, Room H-233
Washington, DC 205150001

Dear Mr. Sperket:,

The slected mmd&ammm@gwmm@@ywmmoﬁaw
continue a leadership role in our efforts o stop unwarranted federsl mandates, cost shifts, preemptions,
andl regulations on state and local govemmm

_State and Jucal officials are dedicated to achieving the goals of affordable and available health care for alf;
a ¢lean environment and safe water; and consumer protections and due process. However, state and local
officials are strongly concerned about the current process for attaining these goals. In some cases, the
current process is wasteful and discriminatory against more pressing local priorities, and in others it may

" be deceptive because unfunded mandates may cause state and local officials to raise taxes at the local level.

‘The enclosed report ountlines a current Vst of unwarranted maandates, cost sluﬁx pteempt.\ons, and
regulations on which there is a copsensus among our organizati It refi t
that state and local officials are elected to allocate the resources of their mnsumenls, 1ot to'be megnonal
brokers of unfunded federal mandates, revenue preemptions, and misplaced special interest lawsuits.

Given the fiscal consirainis on Rew revenues at every fevel of government, state and local officials have &
growing determination to rebalance the federal system 10 a true pametshlp for a “public budgm that is
fair o both taxpayers and the pubixc. We are writing to seek your action on ume mandates and are eager
1o support you in these effors.

bl o V Vi

Bob Miller, Governor of Nevada } inovich, Governor of Ohio
Chairman, National Governors® Association Vi Nauonal Gwemorx Association

Sincerely,
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Mark Schwartz, Council Member )
Okiahoma City, Oklahoma - , Georgia.
President, National League of Cities PWWAWMGW .

Doiatet M. Hosizes | &/ﬂg&

Donald H. Garrish, Town Mamgcr Majority Leader

Town of Brunswick, Maine Co!omdo State Seaate

President, International City/County Chairman, Council of State Governments
Management Association : .

gy

- ity of ﬁ!ﬁagn
President, US. Conference of Mayors

Eurlosure
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Mandates, Cost Shifts, Preemptions, and Regulations

The Issues

at the local level.

Federal mandates—laws, cost shifts, preemptions, or regulations imposed by the federal government

on state and local govemments—have evolved into the modem-day version af taxation wnhmt
representation, or trickle-down taxes. Congress and the federal government, lobbied hard by special
interest groups, often determine what priorities state and local governments should adopt, and the
kinds of services they should be providing, without specifying how the services will be fu‘nded. The.
result is that, to a large exteat, the federal government ends up dictating the spending priorities for
state and local governments regardless of local needs and conditions. As a result, mandates may eat -

amyatba.sicm:ndhcdspendingforeduatbn,welﬁn,puhlicufetxudhmspomtbn. -

requiring unpopular solutions such as raising taxes or cutting vital services to pay for the programs
that the federal government requires. ) o

This report outlines a current list of unwarranted mandates, cost shifts, preemptions, znd regulations.
1; reflects the continued philosophy that state and local officials are elected to all the

of their constituents, not to be regional brakers of unfunded federa! mandates, revenue preeaptions,
and misplaced special interest lawsuits.

Given the fiscal e ints on new at every level of government, state and local officials -
have a growing determination to rebalance the federal system to a true partnership for a “public
_ budget™ that is fair to both taxpayers and the public.

Mandates
UMRA Implemeruation by the Congressional Budget Office

A major problem has developed concerning the implementation of the Unfundéd Mandates Reform
Act (UMRA) by the Congressional Budget Office (CBO). CBO has made an interpretation of UMRA
that is the opposite of the intent of the law as passed by Congress and envisioned by the sponsoring
organizations of state and local elected officials.

On June 10, 1996, CBO ruled that a point-of-order would not exist for a cap on federal Medicaid
contributions and probably for any other mandatory safety net program, except food stamps. CBO
says states already have sufficient flexibility to adjust to any cut or cap in these safety net programs.
CBO says the law should bave specified that “new” fiexibility was required. This means that UMRA
is suddenly inoperative for two-thirds of all federal aid to all governments for all purposes, and
especially for the safety net programs for the poor. These programs include: child nutrition; child
support enforcement; foster care, adoption assistance, and independent living; family support and
preservation; Medicaid; and wcational rehabilitation state grants.

v
The provision giving a point-of-order for safety net programs is clear in that a separate threshold of
$500 million was set. Without a point-of-order this section becomes meaningless as a part of the law.
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" NGA and the other stme and iocal organizations of elected officials are shocked at this CBO

mmbmm;wm-ofm«.ﬁcnf«ynummmﬂmﬁabwmmmw

hngmgeofmmgmﬂwmmmdgumﬂf!w4mmmmm ]

pwgram mywom-ﬂae»boaﬂseqnm

wmammamammmammmm
ngdethefoﬂowmg “Sense of the Congress™ hngnagnmﬂxabudgetmlmhnﬁ:awﬂddaﬂfyme"
intent of Congress In passing UMRA. .

mmﬁmmwmmmfymimm@mmfuﬁdmnm
Act as it currently applies to certain federal aid programs. The Senate {House] .
believes that any legislation that caps, reduces, or imposes new requirements o -
federal funding of any such program, as defined under Section 421(5XB) of the Act,
ammmlwsmmnmemmmldbopmﬂedfmmdxmmgmi
constitutes a federal intergovernmental mandate unless the direct savings to state,
iocal, or tribal governments as a result of new or additional flexibility provided for the
mmmummimgemmwmmmeamofmem

or reduction, a5 estimated by Section 424(@)(1).

UMRA implementation by Federal Agencies

The Envzmnmentai?mm»:\mcy(ﬁm}. mmmmgmpmmmmgumdmm ’
regulations, said that UMRA requiremems do not apply when they are inconsisteat with applicable .
1aw. EPA also dismisses the requirements of the Small Business Regulatory Flexibllity Act (SBREFPA)
and the President’s Executive Order 12866 on the same grounds. EPA acknowledges that
implementation of the new clear air regulations by the states might result in unfunded mandates but
sees no direct legal connection with pmmulgmon of standards under the Clean Air Act, UMRA,
SBREFA, ive orders, and i ion of the new i

The Treasury Department has refused to answer specific reqtmts about its proposed $1 biilion
retroactive sanction on state and local governments due to “yield burning” fssues,

The specific purpose of UMRA is being violated,  not to mention the spirit of eshanced
intergovernmental consultation of new rcgulamm based on relative risk assessments (even health
risks) and benefi-vost analysis, R

Congress should clarify federal agency responsibilities with regard 1o UMRA,
UMRA and New Prtemptz’ém i

UMRA clezrly ldentlﬁes fedml preemptions as mandates, However, federal apencies increasmgly
make state and local anthorities, While UMRA says new preemptions
are mandates and must be ‘made exp!xca:, consideration should be .given to making new agency
preemptions subject 10 judicial review as well as clarifying fe role of UMRA with regard 10 new
interpretations of existing Jaw, :

Recent preemptive proposals over s:m and local auﬁmmy include telecommunications, internet
:zxanon, and spectrum sales,
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mmu«ﬁmmumm“mmmmmmw .
benefits. The contimed pursuit of administrative aimplification, innovation, and good :
thapmdtwedﬁemdmryleedmﬂgmwﬂ:msofmmmwmwmmemm
mmwmspﬂm.mmmmmmwmmwm

X R@dofmmmmmfmmﬁmqmdmwmmm«dwmof =
mmmwmmmwuwmmmnmmm L
menﬂnnswﬂlmablemmnegmmeﬁmablem . .

' mMy&memﬂmm%ﬁBMyéwmmmumuﬁmm :
care, creating a more streamlined, cost-effective system of health care delivery for those slderly and
dlsabled individuals who receive a complete, but uncoordinated, package of benefits from both -
Medicaid and Medicare. Manxgedwewﬂlpmduceuvingsforbodlpmgrams,whﬂecrmglm,

user-friendly hezith care experience for recipients.

Retroactive Internal Revenue Service TaxMandamauSmmMInmlGammm

In July of 1996, the Internal Revenue Service (IRS) proposed retrosctive mandates that could force
cities and towns o remit up to $1 billion 10 the IRS for what the IRS believes are overcharges by
undemmmmnmmsmoboMmrmammgsbymmdMgw«nmemmnmﬁ .
between the years 1991 and 1994,

The proposed revenue procedure is retroactive, meﬁectcremmgamsetefnﬂesﬁnrm
taken by state and municipal hond :ssnzrswhomgoodfmm mhedoneaisunzfcdm\thw:am
regulations. The proposed procedure would impose significant new costs, but uncertain benefits.

In addition, this regutation does not take into President Clintor’s E: ive Order 12875, .

xssued on October 26, 1994, the day before “National Unfunded Mandates Day.” This order, entitied
the B Paxmershlp. fotuses on unfunded mmdases In order to reduce
funded d ies are d d not to p ! ired by statute
unless f\mdsnecmympay the direct costs arepmvxded © cniesby mefeéemlgovmota,
justification for not providing funds is made to the COffice of Management and Budm (OMB).
'Guidance issued by OMB says that at  mini the itation must include any of the
direct costs to be incurred by other governuments, and as much desail as possible with respect w the
expected methods of compliance. This execubve order has not been followed by IRS to date.

State and Jocal Jeaders oppose this retroactive action on state and Yocal governments.
Treasury Arbitrage and Rebate Rules

The 1986 Tax Reform Act imposed sharp new restrictions on investment earnings, or arbitrage, on
how much ‘state and local governments could earm from the way they invested the proceeds of
traditional public purpose tax-exempt bonds before they were drawn down to finance projects or
facilities. In addition, the new law and regulations mandated state and local governments t© pay
- Tebates on excess earnings. These mandates imposed major changes on traditional state and local
capital finance, sxp:wnmg off sxgmf cant resources fmm ongoing capital and operating budgets to mest
new and plex federal

K}

Between 1991 and 1995, state and local govemmenfts paid more than $1 billion in rebates to the
federal government. Those payments, however, do not fully represent the cost to state and local
taxpayers. Because the arbitrage and rebate rules are 50 complex, and the penalty for non-compliance
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. a0 great, states aid Jocal governments bave also been forced to spend large amonnts to hire outsids
'mmxmmﬁmbmmpum._ A o o
‘melwmw:mmof&mdmmﬁhmu
of a safe harbor s that traditional pablic purpose state and local tax-exempt bonds would be focused .
on public infrastructuce and services instead of outside costs for complisnce with sxceptionally

Cost Shifts

Medicaid Cops ‘ . e : s
Stae and focal officials are adamantly epposed 1o 2 unilateral cap o8 federal payments o Medicaid as
Placing 3 cap on federal contributions o Medicaid could create a multi-billion-dollar unfonded

mandate cost shift to states and localities. Current optional health care services to the poor eldedly and
children, and state plans to extend health care to the working poor would be severely curtailed,

Under a cap, once the federal spending obligation is fulfillad, states would become solely responsitile -
for meeting uncontrollable program cost increases, stemming from things such as new dmg
treatments, lawsuits, ond disasters. In confronting this cost shift, states would be presented with
several bad alternatives. States would have to choose between cutting back on payment rates to
providers, eliminating optional bencfits provided o recipients, ending coverage for optionn!
beneficiaries, or coming up with additional state funds to shsorb 100 percent of the cost of services.

Rather than make the tough choices on budget priorities, the federal government is putting states in
the position of having to make an impassible decision. No option would be painless. If states chose to
address shostfalis by significantly cutting provider reimbursement rates, those who needed health care™ -
the most could find it difficult 1 access care, Medicaid options could not be easily eliminated, because -
they make up an important core of this program. More than two-thirds of Medicaid spending goes
toward the elderly and people with disabilities, So-called optional eligibility categories inelude the frail
elderly in nursing bomes and pregndnt women and children, ‘The largest optiopal benefit in

stawes is.coverage for critical prescription drug services. In the ead, states could find that they have oo
choice but 10 raise taxes or cut other important spending priorities, such as education, - .

. dmmigration Reform

The federal welfare yeform law restricts immigrants® access to 2 broad range of means-tested

programs and these changes comprise 44 percent of the bill's federal savings. For the first time, lega

- imnmi and most refugees are barred from recciving food stamps and Supplemental Security
Iacome (3SI). The new bars, restrictions, and options will create many challenges for states and. .

focalities: potential cost-shifts from federal programs to state and local low-income. programs, -

secondary consequences such as the potential loss of Medicaid benefits for elderly legal immigrants

made ineligible for SSI, and new verification mandates for a host of newly-affected benefit programs,

Congress should find ways to comect the severs problams faced by elderly and disabled legal
immigrants who were receiving benefits prior to enactment of the law. Most of these individuals will
rot be phi):sicall y able w complete citizenship requii;ements and should not be retroactively denied
vital benefits. C ' : - ’
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* Preemptions
Federal Preemprion of State and Local Tdcmmmmﬁwﬂwm:m

Anmckhasbemlm@edonmandmﬁnchmng onsevenlﬂum inchuding a
claim to the Federal Communications’ Commmou(FCC) agmmthecny of Troy, dengm.'nnsn
one of the most sweeping chalienges to date of municipal anthority to levy franchising and permitting
fesontdeplmmmdublecompanu 'I‘h:susecouldbeyreudmt—seningwhhmzudmny
municipal franchising authority provided undez state law and could precmpt municipal rights-of-wey
mthorltyunderﬂ:enew'lblemmmunmomwoflm If successful, the challenge to states and - -
locdgmunmuﬂscmﬂdwstmﬂwnsofdoﬂmmﬁougmﬁuchisefeemudcmulm e

public rights-of-way.
Thechallengeaomesascxtmeutetdzenextstagenf:mplememnoﬂhenewfedﬂa!hw state

implementation and legal challenges. How Governors and state legislatares mplunmﬁefeduﬂ law
Coat the state level will also have far-reaching impacts on city reverues, land use, and zoning authority.

Similarly, cities face key tests in federal courts as the industry pursues every avenue to preempt any

local control or authority.

This legal action presents the most direct challenge to municipal control of rights-of-way and °
municipal authority over telephone franchises and permits. The FCC should preserve the authority
Congress provided to states and Jocal governments to manage public rights-of-way. Since states and
local governments frequently use franchise agreements to manage public rights-of-way, the FCC
should support our franchising authority and reject the petition,

Federal Preemption of State and Local Telecommunications Tax Awkority

‘The Cellular Tel ications Industry Association (CTIA) bas filed a petition with the FCC
urging the preemption of state and local tax authority, including excise, usage, property, utility, and

other taxes and assessments on the wireless telecommunications industry. Describing state and local *
1axes as a “profound moral hazard,” the petition urges the FCC to use the new federal law to craft a
“strong federal remedy.”

Efforts by the industry to go beyond the law in challenging state and municipal revenue authority could
set a key precedent, adversely affecting tens of billions in state and local revenues. Such a decision by
Ihe FCC would m:rk an extraordinary assumption of power and authority by an unelected federal

y over fi al and traditional state and local rights and respons'bxlmes ‘The combined
preemption of both state and local taxes could have a profound effect on one of the largest and fastest
growing parts of the nation’s economy, a change with serious consequences for all other taxpayers.
Federal preemption of state and local telecommunications taxes would force states and local
governments to significantly increase taxes on. other taxpayers or sharply cut services in order to
maintain balanced budgets.

CTIA submitted its petition to the FCC on September 25, 1996, asking the FCC to define

“discriminatory and excessive taxation,” with regard to any taxes affeamg the telecommunications
industry. Should the FCC respond in the affirmative, the FCC would gwe to jtself the anthomy [
enforce its own standards and policies.

State and local leaders oppose preemptive action by the FCC over state and local taxes. The FCC has
no authority over such a fundamenta) issue as the rights of states and local governments to recover
costs for the use of public rights-of-ways or to collect from itizens who make use
of state and local services and facilities. The FCC.should reject the | petition. The President and
.Congress should make clear that neither the law nor;the Constitution provide any authority for the
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FCC to address these tradiional atate and local rights and anthorities, We continne to be concerned
that other industrics, such as wireless and internet, will seek simiilar exemptions.

Regulstions

Clean Air ; ]
mw&mm&.m&mm&mm@w@&ymmmmmm
mmmmmmm.mmmm.mmmwwapmmm
those standards, These plans pmst include emission Kmitations for pollution sources, programs %o
reduce emissions, and schedules for compliance. The Clean Air Act Amendments of 1990 made
sweeping changes in the law, by adding significamt mew requirements, ehnnging_deadkmu, and
mandating new measures on state and jocal governments. Many of thess new requircments are just .
heginning to be fully implemented and effective. :

‘Under a court order, EPA has recently proposed a significant change in the federal standards for ozone
and particulate matter. The court set a deadling of lume, 1997 for EPA to finalize the standards. Such
a-short timetable is unprecedented for a rulemaking of this magnitade: State and local officials
strongly support air quality standards that protect public health. However, the scientific underpimning ,
of the proposed new standards has been in dispute. Tt is clear that the costs of the new standard will
be very large, while the benefits, though potentially Jarge, have also been in dispute. Given the
imp of these standards and the magnitude of the potential costs and benefits involved, the
public needs to be assured that EPA has based its decision on the best possible science and has weighed
all relevant factors, including public comments.

We recommend that Congress take steps to ensure that EPA has adequate time to complets the ozone
and fine particle rulemaking. The schedule for this and other rulemakings should be based on the time
needed to expeditiousty ider all rel evid and public comments, not on. court-ordered
deadlines. We also recommend that EPA and Congress take steps to assure public confidence in the -
scientific underpinnings of the proposed rule, pethaps by asking for a review by the Nationad Academy
of Sciences, Further, we ask EPA to identify any unfunded mandates or other administrative burdens
for state and local governments in newly-desigmated and existing nonattainment areas that would result
from changes to the oxone and particulate marter rule. Finally, EPA needs to assist states and local
governments by demonstrating cost-effective strategies for attaining the new standards, as well 38
other standards and requirements of the Act.

. Fair Labor Standards Act

State and local officials support reforms in the Fair Labor Standards Act (FLSA) and regulations to
relieve city, county, state, and other public employers from liability for overtime pay for managerial
and supervisory empioyees. Although the FLSA clearly intended that manageriat and supervisory
ployees be pt from the ime pay requi H ber of flaws in the antiquated
Department of Labor regulations have resulied in huge overtime settlements in the courts, Changes in
the law and regulations should be made to exempt managers and supervisors from the overtime pay
requirements. In addition, changes should be made to permit paramedics 10 be treated similasly as
firefighters with respect to hours worked and overtime pay requirements, clarify that certain limited
job-related activities, such as caring for a police dog.at home or walking from a prison entrance o 3
duty station, is not compensable work time, allow pubiic employees to-voluteer their time to work on
various related activities sponsored by their employers, and allow use of more flexible and
tamily-friendly work scheduled with accounting periads other than the 40-bour work week.
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analysis. Nogwmmmmyshnnldbeumpt.

Smemdhcdaﬁicﬂhurzemefouowmzmhmymtmm Federaldmmmdagencm
* - should be required to use risk’ pa : ment, aed risk munagement
* techniques that ‘include ‘,-of,wmmd;bwaﬁuﬁxaufmm'mm?::ﬂtmg?m

xggu!anryagmdushonidmﬁfy' that 2 regulation i likely bgmdueehmfn imufy COsts . .
kmmﬂmmmwofmmmmwmmm&s using realistic -
assumptions, weighing all reasonable alternatives, and exercising sound judgment, Fidally, judicial -
nvwwshomdbepemmdmdemmmufueguhprymummmdupmm Failure of -

an agency o conduct a risk or cost-benedit analysis should be treated as
karebmh!epmnmpmnmmeﬁmlugdamnmnmndapﬂm .

'mefmegoinglisﬁnclmnwseonwhichﬂxenvwntgmimﬁnushavcxcomensm.Anfomsof
preemption and' mandates from. one level of government to another mist have a careful analyzis of
their cummlative cost, together with risk assessments. The taxpayer is not well served by simply
mmmmulm!nfmmmmmmdlmhdmamm&d

must be b faced. The health and welfare of the people is not the uniqus
mteofmefederalgwemmm,bmailelacwdafﬁcm ‘mmneedsgobaynadﬂ:ngendaofmg!e -

or special interest groups. gwmmmmtmmtkmmip shnnhnzrmn B
" better serve the public. -
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Mr. BURTON. Mr. Towns.

Mr. TowNs. Thank you very much, Mr. Chairman. I am looking
at this, and I am trying to make certain that it is as beautiful as
you say it is, and I want to ask some questions to sort of help me
come through this. What about the fees and tuitions for colleges
and universities? Has New Jersey increased the tuition or fees paid
by college students?

Governor WHITMAN. What I did is, when I first came into office,
is revamp the higher education system and the individual univer-
sities are now much more independent. College tuitions have gen-
erally gone up. They have gone up—although the county colleges,
we put a huge investment in last year and this year, and those tui-
tions did not rise at all either year. Some of our independent and
4-year colleges have gone up, but, at the same time, we have great-
ly increased our equal opportunity funding and our scholarship pro-
grams for students to ensure that they are able to meet those costs.

Mr. TowNs. What about marriage licenses?

Governor WHITMAN. The cost of a marriage license? I don’t
know—it is my 25th anniversary next year; I haven’t gotten one re-
cently, so I honestly have to tell you

Mr. Towns. A lot of people in New Jersey have gotten them,
though.

Governor WHITMAN. Yes, fortunately.

Mr. TOwNs. And that is a way to raise money.

1Gl‘rovernor WHITMAN. That is a municipal. The State doesn’t
collect——

Mr. Towns. Well, no, I am thinking about in terms of what mu-
nicipalities have to do when the State cuts the budget.

Governor WHITMAN. But we haven’t cut municipal aid, Congress-
man. Municipal aid, overall, has gone up in the 6 years that I have
been Governor, and, as I said, it is well over $1 billion this year;
it is $1.6 billion in municipal aid this year. What we need to see
at the municipal level is the same kind of discipline in spending
that we have been able to exercise at the State level.

Mr. Towns. Let me be quite specific. You know, you indicated
that you are urging in terms of the sharing of—to consolidate, and
that word sort of bothers me, because certain things, as we know,
once they are consolidated, you are talking about schools consoli-
dating and becoming one or maybe two small schools coming to-
gether becoming a bigger school. To me, that is not anything I am
impressed with, because one thing that we have learned about edu-
cation is that in smaller schools people learn more. So, I would not
be impressed with encouraging those kind of things. So, tell me
what you are talking about here.

Governor WHITMAN. Well, Congressman, I can understand what
you are saying, and we all appreciate the need for manageable
class sizes and the best education for our students, but when you
have school districts that have no schools, I think that school dis-
trict doesn’t need to be in existence. When taxpayers have to pay
for a district with no school attached to it, because they are region-
alized, because they don’t have a school there, then I think it is
perfectly reasonable to encourage them to talk about sharing serv-
ices or to do away with that school district, but what we have done
is provided $10 million in aid to districts, to school districts and to
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counties, to study whether or not consolidation of services is appro-
priate, and it doesn’t mean consolidating school districts, necessary.
Perhaps, you can share the food service; perhaps, you can share the
janitorial service.

Let me give you an example, not in a school district, but five
towns in Hudson County in the northern part of New Jersey came
together to regionalize their fire departments, and those are heav-
ily unionized; there are a lot of people involved in that. They were
able to get that done at an annual savings that could be as high
as $5 million a year to their local constituents, and everyone in-
volved—nobody lost their job; nobody saw a reduction in their sala-
ries because of some aid that we provided them to do this, and they
are seeing better service from their fire departments. In fact, they
even will point to a life that was saved, because they had better
response time from the consolidated service. That kind of thing
makes eminent sense to me.

Mr. TownNs. Still, when it comes to schools, I think you have to
be careful with that, because the one thing

Governor WHITMAN. This is a local decision.

Mr. TowNsS. Yes, well, and I think that it is a local decision, but
it is something being encouraged by the State.

Governor WHITMAN. Sure.

Mr. TowNs. Because when you say—you are part to it, because
if you are saying this is what you do, people will respond to that,
because, after all, you are the Governor.

Governor WHITMAN. Oh, don’t I wish people would respond if I
said, “This is what you should do.” Unfortunately, they don’t.

Mr. Towns. Well, if you say consolidate and you save $35 mil-
lion, that is enough to create an incentive, you know.

Governor WHITMAN. Well, we believe that is appropriate to look
at what is appropriate to do. But you have to understand, Con-
gressman, we also have very strict standards for our schools. We
have standards and accountability; we have never had that before,
and there is nothing under consolidation that would allow for a re-
duction in the standards, and I want to make sure—coming from
a State that when I took office was No. 1 in the Nation on what
it spent on its student on average but 37th in what reached the
student in the classroom, we weren’t doing things right, and we
weren’t helping our students. So, I believe that we should be will-
ing to look at changes, because, provided, they are geared to help-
ing both the students and the taxpayers, and they can do both of
those things.

Mr. TowNs. Let me raise this one—you know, I am trying to be
impressed, but I am having difficulty. It does not make sense to me
to continue the tax cuts while at the same time you are increasing
the State debt. I am referring to the $2.7 billion in pension bonds
issued by the State. You look good, but the next Governor is going
to catch hell.

Governor WHITMAN. Actually, it is quite the opposite. The next
Governor is going to be in a very good position, and I am glad you
brought up the pension bond, because I know a lot of the people
who have been doing some of the research on the other side of the
aisle have been kind of fixated on that. We had an unfunded pen-
sion liability, and I don’t know about you, Congressman, but I
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think that is a real liability. It was never the intention, I don’t be-
lieve, of anyone in State government not to fund our pension sys-
tem, and for them to claim anything else is disingenuous at best.
So, that was a liability of the State. We had this liability of $4.25
billion, and it was funded through the pension system at an exorbi-
tant rate of 8.75 percent over a 60-year period. As you know, the
economy has gotten better; the market has gotten better, and what
we did is we refinanced that. We paid off some of it, because we
were able to pay it off. We refinanced it at 7.64 percent, and we
reduced the time of the payments to 36 years—32 years, excuse
me, and we are saving the taxpayers of the State of New Jersey
$47 billion over the life of this. That is a significant saving, and
that is an important saving, and unlike what I found when I
walked into office—when I walked into the office, the second budg-
et, I was hit with a $400 million unanticipated spike in debt serv-
ice, left me by the previous administration. These payments, we
have paid them, we have frontloaded, so we paid, and now it is
going to be smoothed out and subsequent administrations are going
to know exactly what they are going to pay. It is less because we
were able to well manage this, and, in fact, we have seen an in-
crease and are subject to appropriation debt by the stock market;
our rating and our debt has gone up.

Mr. BURTON. Mr. Horn.

Mr. HORN. Thank you, Mr. Chairman. Governor, I have been
long impressed with your fine record. You have had a scandal-free
administration, and you do deal with the nitty-gritty, and that is
what Governors need to do, and I think what you have told us this
morning shows you have been very successful. I read with interest
your comment when considering what to do with the Federal sur-
plus, “I believe Congress should set aside funding for high prior-
ities like Social Security and education.” I agree with you on that,
but I would give you another choice, I would be curious and like
your advice. Another choice besides tax cuts which affect the
present generation, to retire a lot of the national debt which will
affect our grandchildren, and since we created most of that debt,
and the Congress is the one that created it, that we ought to start
retiring that, and I just wonder what your thinking is as to how
we balance tax cuts for the current individuals that are working
citizens versus retiring the national debt which has a heavy inter-
est load and we could put that to a lot better use.

Governor WHITMAN. Well, Congressman, I appreciate what you
are saying, and I well understand the burden of the debt that we
all pay for over time, and all that I want to do is to urge you to
look at the record of the States where we have cut taxes and see
what their impact has been on economic growth. What we need to
see is increased growth. I don’t believe it is an either or in any of
these circumstances, and that is the argument that you hear so
much—you can either cut taxes or you can address the debt or you
can address Social Security. I can believe that you can do some of
almost all of that, and all I am saying is that I believe that tax
cuts should be part of the mix that is being considered because of
the stimulus they will have to economic growth. We have seen it
occur; we have seen increased savings; we have seen increased in-
vestment; we have seen increased expenditures in our State which
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has given us more in revenue, so that we are able to do more in
those areas where we need to do it, and we have reduced some of
our debt payments. We have restructured our debt, as the Con-
gressman brought out, and it is a charge that is leveled on a reg-
ular basis with some misunderstanding of fact. We have, in fact,
been able to restructure that debt in a very positive way. I wouldn’t
presume to tell you how that balance should be. All I want to indi-
cate is that as we have seen—and you will hear from the other
Governors who will be testifying—that tax cuts can stimulate an
economy and can provide more in revenues to allow for an even
greater attack, perhaps, on the deficit over the years.

Mr. HorN. Well, I thank you for that answer. Let me throw out
one other program on the table that I was a strong supporter for,
and this is revenue sharing. Revenue sharing occurred because the
Ways and Means chairman, Wilbur Mills, decided that you needed
to do something to please mayors and, perhaps, Governors, and he
quit sitting on that bill, and it lasted from roughly 1973 to 1983
when, unfortunately, a Republican President let the majority in the
Congress, which was Democratic, kill it. They have never been for
it; the lobbyists all over Washington had never been for it, and yet
what it did was return money to the communities, to the States,
and they are the people that know what the needs are better than
we do sitting in Washington. What do you feel about revenue shar-
ing if we have continuing surpluses?

Governor WHITMAN. Well, I certainly agree that those closest to
the problem have a better understanding of how to solve the prob-
lem and how to spend the moneys. My argument, I guess, would
be, while I certainly would never say no to revenue sharing as the
State that gets the least back from the Federal Government—we
send about %17 billion more down here a year than we see returned
to New Jersey—that we would like to see fewer regulations; we
would like to see some of the formulas on programs a little more
equitable for our State and that we could do more with that with
less regulation. However we get the money back, we will take it,
don’t get me wrong; I am never going to say no to that, but, again,
I believe you can do that within the context of still considering tax
cuts, and, to me, from the State of New Jersey’s perspective, I don’t
know that we are going to get a better shot at seeing some more
equity than through tax cuts, as, again, we may not send the most
down here, but we get the least back than any other State. I want
to see my citizens get the kind of relief that they deserve from the
Federal Government.

Mr. HorN. Well, thank you very much. Thank you, Mr. Chair-
man.

Mr. BURTON. Thank you, Mr. Horn. Mr. Ford.

Mr. ForD. Thank you, Mr. Chairman and, Governor, good to see
you; glad that you are here. Just to piggyback on what my col-
league, Mr. Horn, has said, as you know we are dealing with this
issue right now here in the Congress, and all of us, I think, support
tax cuts. One of the concerns we have is things are going so well,
we know we have these debts and obligations as you have in New
Jersey, and some of us on both sides of the aisles just feel that we
ought to take care of some of those debts and obligations before we
go spending the money. I mean, if you have a family of three chil-
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dren that are going to go to college and you hit the lottery, it would
be foolish to go to Atlantic City and spend all the money before you
take

Governor WHITMAN. Oh, no, I think you definitely ought to come
to Atlantic City to spend it.

Mr. ForD. We would like you to come down to Tunisa, where 1
am from, if you really want to spend the money. But it would be
foolish to go and waste all the money and then come back and com-
plain when you have lost all the money when your kids are getting
ready to go to college.

As you know, we are running into a time period where Medicare
will run out of money and Social Security is expected to run out
of money. The strength of the economy has extended the solvency
of both of the programs, we well know, but we are in the process
of debating—as we speak, on the floor right now, we are debating
the budget resolution rules, and one of the key issues is what Mr.
Horn talked about, and I would just like if maybe you could explore
it a little further. I know you gave him an answer but we have an
$800 billion tax cut that has been put on the floor by my colleagues
on the other side of the aisle. I am a new Democrat; I want as
many tax cuts as we can possibly get, but, at the same time, I want
my kids to be educated, and I want all the other services which you
have to balance in New Jersey, and my Governor and the other
Governors who will testify before the committee have to figure out
how to balance.

My concern is I just don’t—I can’t for the life of me figure out
if we are still running a debt, we know we have obligations—Medi-
care and Social Security here at the Federal level—you can’t an-
swer those questions; I know you want to answer those questions
one day, but you can’t answer those questions now—but in your
State, you were responding to my colleague, Mr. Towns, and I
know before he left he asked the question regarding the tax cuts
increasing the State debt by 30 percent, and you talked about the
restructuring of the debt, but it is our understanding that it will
end up costing taxpayers about $10 billion in debt service over the
35-year life of the loan.

Maybe you can address that question as well as maybe give us
some guidance up here. I know you folks at the State and local
level pretend that we, in the Congress, are kind of neanderthal and
have no sense of what is going on at home—I go home every week-
end; I take issue with my colleagues who think that we in Wash-
ington are ignorant and disconnected from the American people. I
am connected to my district, and I think I have a sense of what
they want and if they want more dollars, but they also want good
schools and good roads and not to have to pay high taxes. So, if
you wouldn’t mind responding to that meandering question or set
of questions that I asked, I would appreciate it.

Governor WHITMAN. Well, the question on the debt is a very real
one, and, as I indicated in my previous answers, it is not up to me
to give you advice as to how to do it but simply to give you the ben-
efit—to the extent that it is a benefit—of the experience that we
have had in the State of New Jersey, and, as I indicated earlier in
my answer on the debt is, what we have done in the debt of the
State of New Jersey is taken all debt on the books and off the




44

books and put it on the books. I think it is disingenuous to pretend
that something like a pension bond, an ongoing obligation, is not
a debt. It is a debt; you are going to pay that to the people who
were relying on their pension bond security for their future. We
have now fully paid that; that is fully funded, and it appears as
debt where it didn’t before; it was hidden off the books. There is
a total of about $8 billion worth of that that we have been looking
at.

So, you need to be honest about what your debt is and pull it all
together. As I have indicated, we have been able to restructure that
and save on the pension side of it $47 billion and shorten the life-
time of that, but bonding is an important part of government. I
also believe very firmly that when you build roads and bridges,
when you build schools, when you build prisons, those are things
that are going to be enjoyed by future generations and just as
many—there are very few people who can afford to pay for their
house all up front and take the mortgage over time and particu-
larly for new construction. We are doing the same thing, and that
is appropriate. What you want to do is maintain it as a reasonable
percentage of your appropriations, and we have maintained debt at
just below 3 percent of our appropriations. That is where it stayed
throughout my administration; that is where it was before, and
that is manageable. It wouldn’t be good fiscal policy if you were to
say that you will never have a debt. There is going to be some debt,
and as long as it is a bonded obligation for appropriate things that
the people want and need that will be used over time and out the
long-term, then I think there is nothing wrong with that as long
as you keep it as a manageable percentage of your overall revenues
and expenditures, and, as I say, we have it at just under 3 percent
and find that to be a manageable amount, and we think it is the
appropriate amount.

Mr. FOrD. Would you advocate that we do something similar to
that here at the Federal level?

Governor WHITMAN. Your ability to control spending is very dif-
ferent than mine, and, therefore, I can only say that that kind of
thing works well in our State. You will be hearing from other Gov-
ernors who might have a slightly different balance ration than we
do, but that certainly is one that is manageable for the State of
New Jersey.

Mr. FORD. You Governors are very interesting people. You tell us
the things that you think we are doing that are working but won’t
tell us the things that we ought to be doing and you know that we
ought to be doing.

Last question, just sort of in a different issue with regard to edu-
cation. We have a raging debate happening here in the Congress
now and will come up. I serve on the Education Committee as well,
Governor, and we will talk about the reorganization of ESCA very
soon. What are your thoughts about a Federal role in education?
I know some of us believe that the Federal Government can build
prisons and roads and highways, and, perhaps, we ought to at a
minimum explore and, perhaps, begin helping local and State gov-
ernments find or create avenues to pay for school construction, and,
as you know, the President’s regime is calling for more account-
ability, tying that to funds and rewarding schools and school dis-
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tricts that are doing the right thing, and you sound as if you have
a great interest and passion in doing the right thing and have been
doing some good things.

Governor WHITMAN. Well, Congressman, I have to tell you that
the concern I have is when I hear things like a little more control
and management. We have spent a long time in New Jersey in de-
veloping our core standards in seven academic areas that I men-
tioned before, and they are very comprehensive. I would be very
upset if the Federal Government told me I couldn’t get Federal
money if I didn’t change those standards to meet something that
the Federal Government had come up with, and almost every State
that I know—it doesn’t matter whether the Governor is Republican
or Democrat; Jim Hunt has been at the forefront of educational
processes. They have made real changes within their State edu-
cational systems and structures in order to enhance the education
to our kids, and while the Federal Government, I believe, has the
potential for a wonderful role of bringing in a lot of information,
what are we competing against? What is happening in Japan and
Germany? That is where our kids are going to have—they are
going to have to be as smart as kids anywhere in the world, and
each State can’t reinvent that or do all the research that is nec-
essary to find out how we continue to keep our standards at a
world-class level, and that is where the Federal Government can
help. Obviously, the Federal Government can help with dollars, it
always can, but when they come with too much prescription that
requires that you can only have certain kind of class days or class
sizes or certain types of standards, that is when it starts to get
away from what I think we have all thought education should be,
is that the local determine with some overarching policy that en-
sures that children are getting the kind of education that will en-
able them to compete in the 21st century.

So, as you look at this, my real concern is, well, I don’t believe
we should ever get dollars at the State level that come with noth-
ing; just spend it on anything you want. I don’t expect that to hap-
pen; I don’t think it would be appropriate.

Mr. FORD. You are the first Governor to say that; we ought to
mark that down, Mr. Chairman.

Governor WHITMAN. Well, it is something I have said over and
over, and I wouldn’t expect anything less from a responsible Con-
gress, but I would also urge you to understand that the varieties
not just between States but within school districts within States is
such that it is very difficult to come up with Federal standards that
aren’t going to end up causing us to spend more time and more
money just filling out papers and trying to reconfigure education to
fit those molds than really making a difference in the classroom for
the child.

Mr. ForD. Thank you, Governor; thank you, Mr. Chairman.

Mr. BURTON. Thank you. Mr. Kucinich.

Mr. KucCINICH. Thank you, Mr. Chairman. I just wanted to wel-
come the Governor, and, Mr. Chairman, I have a statement I will
ask to be put in the record. Thank you.

Mr. BURTON. Without objection.

[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Statement of Rep. Dennis Kucinich
Committee on Government Reform
April 14, 1999

Thank you, Mr. Chairman, for holding this hearing on tax reform in the states. I agree
that we, in Congress, can learn a lot from governors and other state and local government
officials. I'm sure that there are a number of Democratic governors, in addition to the
Republican governors that we are hearing from today, who could also teach us a thing or two
about cutting taxes in a responsible way without jeopardizing the important services that our
states provide to their residents.

1 also hope that when we hear from these distinguished governors today, we will keep in
mind why these tax cuts are possible. Under the Clinton Administration, we are experiencing
the longest peacetime economic expansion in history. With strong economic growth comes
increased tax revenues. And higher tax revenues means that states have extra money with
which to offer tax cuts.

Even with tax cuts, April 15 will still not so lovingly referred to as "tax day." Many
Americans will stay up late filling out their tax forms and writing their checks. And I believe
that this burden -- the paperwork burden -- also needs to be addressed.

The paperwork burden placed on the American taxpayer by the IRS is nearly 80% of the
total paperwork burden imposed by the federal government. Unfortunately, over the last 3
years, the IRS paperwork burden has increased by 7.5%.

It is my understanding that much of the increase is due to our actions here in Congress.
For instance, Congress passed the Taxpayer Relief Act of 1997 -- an initiative originally
proposed as part of the Republican Contract with America -- which cuts capital gains, estate,
and gift taxes. The IRS estimates that these changes increased the paperwork burden by over
64 million hours. Similarly, last year, we passed the IRS Restructuring and Reform Act --
with my support -- which prohibits politically motivated audits, creates an oversight board
and Taxpayer Advocate, and creates and strengthens taxpayers rights when dealing with the
IRS. However, this initiative also increased the paperwork burden by another 92 million
hours. These two changes, alone, account for more than 1% of the 7.5% burden increase we
have seen over the last 3 years.

Much of the remaining increase may be due to the increased economic activity in our
booming national economy. Furthermore, the methodology for estimating the paperwork
burden may not be giving enough credit for the time saved by the increase in the use of
electronic and telephone filing. I look forward to hearing from the witnesses who can
provide further insight into underlying causes of the increased paperwork burden.

Thank you, again, for holding this hearing and I look forward to the testimony.
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Mr. BURTON. Governor Whitman, you have been an excellent wit-
ness, and you sure know your facts, and we really appreciate that.
You have been a big help. You have proved your critics incorrect
when you got elected and cut taxes and stimulated economic
growth in your State, and you are to be congratulated, and I will
look forward to working with you in the future.

We will stand in recess until this afternoon when we will hear
from Governor Huckabee.

Governor WHITMAN. Wonderful, thank you very much for the op-
portunity; I appreciate it.

[Recess.]

Mr. BURTON [presiding]. Governor Huckabee, welcome. Sorry for
the delay. We have, on the floor, one of our census bills, and, as
a result, we have a number of our Members who are members of
our subcommittee that are down there debating and discussing
that issue, because it is very controversial. It involves allowing
local mayors and local officials to have a voice in the census, and
so you will see Members coming in and out, and that is the reason
why we don’t have a lot of Members. On the Democrat side, I don’t
think they are of a mind to give a lot of credence to what our Re-
publican Governors are saying, so that is why you won’t see a lot
of those Members.

Before I yield to my colleague for your introduction, Governor, we
really appreciate you testifying, and your information will be re-
garded by all the Members as very important, for the record.

Governor Huckabee was the Lieutenant Governor of Arkansas in
July 1996 and became Governor when Jim “Guy” Tucker, resigned,
and, as you said in your news conference with us awhile ago, you
are the first Governor, I guess, in history to cut taxes, and I am
sure that was popular, and we are very happy about that. I would
like to tell you, Governor, that in addition to having some very fine
representatives from Arkansas representing your State, this fellow
right here is from Magnolia, AR, and he is one of our strong right
arms on the committee, and he does a great job. He told me to tell
you that. I don’t know why. Maybe he has political ambitions.
[Laughter.]

And, with that, let me just say, I want to welcome you to the
committee. We appreciate you being here. I know it is a big imposi-
tion for you to come all the way from Arkansas, and, with that, let
me introduce Asa Hutchinson to welcome you.

Mr. HUTCHINSON. Thank you, Mr. Chairman, and I appreciate
this privilege and express my greetings to Jay Dickey, my col-
league, who is at the table as well. I am delighted to have this op-
portunity to introduce my friend and the Governor of our State,
Mike Huckabee. I want to congratulate you first for the out-
standing session that you just completed that drew bipartisan
praise from all areas for the leadership that you provided in pass-
ing a much needed highway program, providing tax relief initia-
tives I know that you will talk about, including deregulation of the
electric industry, and more realistic laws dealing with teen vio-
lence. You are dealing with the same issues that we are trying to
address here in Congress, but you have had a very successful ses-
sion, and all of those were achieved under a balanced budget.
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I have known Governor Huckabee since he first entered public
life. From the beginning, Governor Huckabee demonstrated leader-
ship and personal strength in his service to the people of Arkansas.
This was apparent during the turbulent days and the transition
after the resignation of former Governor Jim “Guy” Tucker when
then Lieutenant Governor Mike Huckabee avoided a constitutional
crisis by his firm and principled address to the people of Arkansas
leading us out of that unfortunate circumstance, and since that
time, the Governor has led a number of successful and innovative
initiatives into law. I think that his success shows that by applying
a little common sense to the everyday function of government, we
can, in fact, provide better services with less bureaucracy and
lower taxes.

During his tenure, Governor Huckabee has overseen a com-
prehensive tax relief package that we are unaccustomed to seeing
in Arkansas that included as one of his initiatives the elimination
of the marriage penalty. This is a goal that we have been pursuing
here in Congress, and I am greatly interested in hearing the Gov-
ernor’s insights on this matter.

Again, Governor, I congratulate you on providing better govern-
ment services at lower taxpayer cost. That should be the goal of ev-
eryone who works in government, and I and my colleagues look for-
ward to hearing from you about which way we, in Congress, might
incorporate some of the initiatives that you have been so successful
in in Arkansas. Thank you, Mr. Chairman.

Mr. BurTON. Thank you, Representative Hutchinson. And, with
that, Governor, welcome, and we would enjoy hearing your re-
marks.

STATEMENT OF MIKE HUCKABEE, GOVERNOR, ARKANSAS

Governor HUCKABEE. Thank you, Mr. Chairman. I want to say
to you and the members of the committee a special thanks for giv-
ing me the opportunity. Quite frankly, hearing that wonderful in-
troduction was worth the trip to Washington, and if my good friend
and colleague will promise to give it again, I may show up again.

I am really proud of my home State and particularly proud of
two of our Congressmen that I call friends, very close friends while
I have campaigned and worked and been able to see some things
happen with Arkansas. Asa Hutchinson and Jay Dickey who sits
here today I hope as my friend and colleague. Having watched
many hearings on television, I expect him to whisper in my ear and
tehl me what I am supposed to say as we go through this hearing
today.

I do want to express that as we approach tomorrow and what is
not so, perhaps, popularly known as tax day, many Americans will
be reaching for their checkbooks and also for their antacids, recog-
nizing that it is going to be time to once again face the music of
that tax system in our country.

In the States, we have been able to bring about some things that
we hope will happen in epidemic proportion across the country, and
that is a real sense of bringing fairness back to the American fam-
ily. I would like to try to remind people in talking of tax cuts that
it is really a matter of shifting the power from government to fami-
lies and from government to individuals, because tax cuts are real-
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ly not just an economic issue; they are an issue about giving people
the power to spend the money that they, in fact, have gone out and
worked very hard to earn in the first place.

I sometimes get amazed that government can operate in what
amounts to, at times, a vacuum, and, in our State, one of the
things that we have done to try to combat that is to require every
one in the executive branch of government who has a job at policy
level or above to get out and go to work one-half day every month
in some State agency in which their particular has a relationship.
That includes, by the way, the Governor, and over the past 2%
years in my tenure as Governor, I have worked at the counter of
a tourist information center and passed out literature to guests
who were coming into our State, some of whom were rather sur-
prised to find that the person behind the counter passing out bro-
chures and maps was, in fact, the Governor. I think they thought
that maybe it was a moonlighting job for me, but it was quite an
experience.

I have also spent time being an intake worker at a local Depart-
ment of Human Services office, literally talking to welfare moms
and taking down the information over the telephone or in person
that would become part of their entry level form.

I have spent time at a Department of Finance and Administra-
tion counter making driver’s licenses and photographing people for
their driver’s license, and it was that particular experience that led
us to make a major change in the process by which people get car
tags in Arkansas, a process that we would like to say was invented
by the Flintstones; it had never been approved until 2 years ago
when we changed the system from the most cumbersome, time-con-
suming, bothersome process in the whole world, one that was
cursed by every Arkansan at the time of renewal, to the countries
most efficient and technologically advanced system that truly has
created a whole new way of doing things through the Internet or
a touch-tone telephone without ever leaving one’s home, instead of
the seven pieces of paper that were required to be obtained from
six different locations prior to getting a car tag. And the interesting
thing is that we were able to make the significant changes in effi-
ciency and do it and cut the cost of it by at least a dollar for Arkan-
sans.

I have also spent time checking licenses on the Little Red River
in Arkansas with wildlife enforcement officers in a variety of du-
ties. Enrolling students in the University of Arkansas has been an-
other one of my job assignments.

But in every one of those, what I have learned is that govern-
ment, in order to be more efficient, needs to understand that its
basic purpose is not to see how much money it can make and take,
but rather to see how much money it can give back to its citizens
and leave in their hands to being with.

When I became Governor in 1996, there had never been a signifi-
cant tax cut in the history of our State. I will never forget the con-
versation that I had with our director of finance administration,
and as we were preparing for the session, I said, “Richard, tell me,
how many times have we had a tax cut in Arkansas?” He looked
at me; he looked at his deputy; he looked back at me, and he said,
“Well, Governor, we have never had one.” Well, in 1997, we finally
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had one, and for the first time, we were able to bring taxes to a
new level of at least becoming more fair.

Some of those tax provisions included the elimination of the mar-
riage penalty. We also created tax relief for the poor by exempting
people below the poverty line from any State income tax. We in-
dexed the income tax rates in Arkansas, the first time that that
had been done since 1971. We doubled the dependent child care
credit in our State. We also, in order to correlate with Federal, law
exempted capital gains on the sale of personal residence. We saw
additional relief to Arkansas’ elderly population by creating what
we call the Circuit Breaker Act, providing cash rebates to low in-
come Arkansas taxpayers who are 62 and older. These rebates
were based on their real property tax which was paid on their per-
sonal residence. We also passed a bill that created the working tax-
payer credit. The credit was based on a portion of the Social Secu-
;"_ity tax that was provided—or paid to provide the retirement bene-
its.

All of those tax reforms were in the first session that we had in
Arkansas and which I was Governor, and I want to say that it was
a bipartisan effort that made that possible, and I know that your
committee has to look at things in that fashion. It is very impor-
tant to know this that I didn’t do that by myself, and I preside over
the most lopsided legislature in the entire country. There are more
Democrats and fewer Republicans in our State legislature than any
other legislature in the country, and yet we were able to bring
about tax cuts, and so I think it is important for me to tell you that
even though I am a Republican Governor, this is not about parties,
this is about the principle of giving people back the money that
they have earned, and I couldn’t have seen that through had it not
been for Democrats who agree with me that individuals and fami-
lies should be empowered to spend their own money, and, for that,
I am grateful for our legislature in recognizing that.

In the most recent legislative session, we were able to make
some other strides in tax reform. We fought for a long time for cap-
ital gains tax reduction. I believe it is as much an economic devel-
opment incentive issue as it is a tax issue, but we were able to, for
the first time, cut capital gains taxes across the board by 30 per-
cent, and, quite frankly, our hope is to eventually eliminate capital
gains taxes altogether, and I believe, and I believe many of the col-
leagues in the legislature join with me in believing that in doing
so, the ultimate benefit will be greater investment and a much
more stimulated economy which will not result in fewer dollars of
revenue but greater dollars of revenue in the long run, not only for
the Treasury to operate our schools and to provide for highways
and basic human services that are needed, but also which will pro-
vide for a greater stimulation in the private sector and in the mar-
ket-based economy.

In all, the tax cuts that we have enacted went to the heart of an
issue that is very much on the surface in Arkansas right now, and
that is property taxes, and even though Arkansas property taxes
are probably not the highest; in fact, they are not very high at all
compared to many other States, the process of their actual execu-
tion—I use that word advisedly—are some of the most onerous in
the country, because they are so varied from county to county, and
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one of the things we did in this most recent session was to create
a uniformity in the system. We established the property taxpayers’
bill of rights, and we brought about a proposal that will be an
amendment to our constitution in the 2000 election which, if
passed, would provide about $325 per homeowner of tax relief. All
of those issues are issues that happened because we worked in non-
partisan spirit. It was not so much that we divided ourselves up
and said let us work together. We simply looked at the issues and
decided that tax fairness and tax reform would be good for Arkan-
sas whether it was good for any of our political careers, but, quite
frankly, I don’t know of anyone who was ever defeated in politics
for proposing that the government took too much money and that
people needed some of it back.

My purpose today in being here is to express, first of all, my ap-
preciation to you, Mr. Chairman, and to the members of this com-
mittee for your diligence in trying to bring about true reform in
government, to make it so that the States will have the empower-
ment to carry out programs like welfare reform, which thanks to
the Congress working with us, is working. We have seen 44 percent
of the welfare rolls cleaned up in Arkansas in a year and a half
of implementation. Many of the critics of welfare reform said if we
did that, if we cut taxes, if we reformed welfare and caused peo-
ple—forced them to go to work, and if we did that at the same
time, that what we would end up with is huge unemployment lines.
Mr. Chairman, I am happy to report to you that today in Arkansas,
we have the lowest unemployment rates in the history of our entire
State, and we have the highest earning rates for people in our
State; the lowest number of people in poverty, and last year, we
had a record number of new job creations, many of which were jobs
created in the technology sector; those jobs paying sometimes as
much as 50 percent of the base level salary that Arkansans had
previously enjoyed.

So, I think what we are proving is that responsible government,
which includes tax cuts, the form of the system, localized control
as much as possible, is not a detriment to good government or their
ecori(omy, but is, in fact, the only thing that really does make it
work.

I know that there may be some questions. I would like to con-
clude my remarks with something that I hope you find, perhaps,
a bit enjoyable. A friend sent it to me, and I couldn’t help but think
how appropriate it was in light of our conversation on taxes today,
and it is a story of what would be if Noah were to be instructed
by the Lord to build the Ark in today’s modern times, and I
thought it might be a nice closing comment for me to make.

And the Lord spoke to Noah and said, “Noah, in 6 months, I am
going to make it rain until the whole world is filled with water and
all the evil things are destroyed, but I want to save a few good peo-
ple and two of every living thing on the planet. I am ordering you,
I want you to build an ark,” and in a flash of lightening, he deliv-
ered the specifications for the ark. “OK,” Noah said, trembling with
fear and fumbling with the blueprints, “I am your guy.” “Six
months and it starts to rain,” thundered the Lord, “and you better
have completed my ark or learned to swim for a long, long time.”
Six months passed, the sky began to cloud up, and the rain fell in
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torrents. The Lord looked down and he saw Noah sitting in his
yard weeping, and there was no ark. “Noah,” shouted the Lord,
“where is my ark?” A lightening bolt crashed into the ground be-
side Noah. “Lord, please forgive me,” begged Noah, “I did my best,
but there were some big problems. First, I had to get a building
permit for the ark’s construction, but your plans didn’t meet their
code. So, then I had to hire an engineer to redo the plans only to
get in a long argument with him about whether to include a fire
sprinkler system. Then my neighbors objected, claiming that I was
violating zoning ordinances by building the ark in my front year,
so I had to apply for a variance from the city planning board. Then
I had a big problem getting enough wood for the ark, because there
was a ban on cutting trees to save the spotted owl. I tried to con-
vince the environmentalists and the U.S. Fish and Wildlife Service
that I needed that wood to save the owls, but they wouldn’t let me
catch them, so, I am sorry, Lord, but no owls. Next, I started gath-
ering up the animals, but I got sued by an animal rights group that
objected to me taking along just two of each kind, and just when
that suit got dismissed, the EPA notified me that they couldn’t
complete the ark without filing an environmental impact statement
on your proposed flood. They didn’t take too kindly to the idea that
they had no jurisdiction over the conduct of a supreme being. It
was then that the core of engineers wanted the map of the pro-
posed flood plain; I sent them a globe. Right now, Lord, I am trying
to resolve a complaint with the Equal Opportunities Commission
over how many minorities I am supposed to hire. The IRS has
seized all my assets, claiming I am trying to leave the country, and
I just got a notice from the State that I owe some kind of use tax.
Lord, really, I don’t think I can finish the ark in any less than 5
years” And, with that, the sky cleared, the sun began to shine, and
a large rainbow arched across the sky. Noah looked up and he
smiled, “You mean, God, you are not going to destroy the world?”
he asked, hopefully. “No,” said the Lord, “the government already
has.”

And, with that, Mr. Chairman, I will conclude and receive ques-
tions.

[The prepared statement of Governor Huckabee follows:]
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Testimony of Arkansas Gov. Mike Huckabee
House Committee on Government Reform
April 14, 1999

Mr. Chairman and members of the committee, it is a pleasure to appear before you today.
I thank you for the opportunity to tell you what we have done in Arkansas during the past two
years to provide tax relief and make Arkansas government more accountable and efficient.

I appreciate that this committee realizes that many of the solutions to the problems facing
our country are found at the state and local levels. I believe all of us in this room would be quick
to admit that all wisdom does not rest in Washington. With the tax deadline looming tomorrow, [
am painfully aware of how much of Arkansans' hard-earned money goes to Washington to fund
federal programs and mandates. It is a good thing when you look to the state level for innovative
programs that can be adopted at the federal level.

It sometimes amazes me how government problems that have existed for years can be
solved with just a little bit of common sense and teamwork. In my office, we have a rule that
everyone involved in making policy has to spend at least half a day once every six weeks
working in a state department or agency. This half day is not to be spent listening to briefings
from an agency director while drinking coffee in some well-appointed conference room. It is to
be spent at the service delivery level. That directive to get out of the Capitol includes the
governor. | have worked behind the counter at a tourist information center, I have registered
students at the University of Arkansas. I have checked licenses with wildlife enforcement
officers along the Little Red River. One of my first work days as governor in 1996 was at a state
revenue office at Marion in east Arkansas. For years, Arkansas motorists had fantasized about a
more efficient and less cumbersome way to renew their car tags. The old system was at best a

half-day process. You had to find an inspection station and get your car or truck inspected. You
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then had to go to the courthouse to get proof that your property taxes had been assessed in the
assessor's office and proof that those taxes had been paid in the collector's office. Then it was on
to the revenue office to wait in a long line, only to be sent back if all your papers were not in
order. Let's not forget that you also had to have proof of insurance with you.

Those revenue office workers at Marion gave us the solution. Now, you can renew your
car tags in Arkansas on the phone, on your personal computer or through the mail. Just dial up a
number, have your credit card number ready and you will be finished in less than three minutes.
And we're doing it for $1 less than before. That's making government simpler. That's making
government more efficient. That's making life easier for those who foot the bills. It is the kind of
thing we should be doing as elected officials. And it happened because we took the time to get
out of those marble halls at the Capitol; go into the offices of the people who had to actually
administer the convoluted system that had been created and simply listen to them.

Thank you, in turn, for listening to us as governors today and tomorrow. I think we have
done some things at the state level that will give you ideas at the federal level. This is especially
true of tax reform, where governors across the country have been on the cutting edge of not only
making the tax structure more fair but also of reducing the burden on taxpayers. I would like to
talk about some of the reforms we have instituted in Arkansas during the past three years.

To better understand these reforms, you rieed a basic understanding of Arkansas’ tax system.
Picture a three-legged stool. One leg represents income tax, another represents Arkansas’ sales
tax and the third represents property tax. If any of these legs is removed or greatly shortened, the
stool would be off-balance. Each area of revenue is equally needed to provide the essential
services necessary to the people of my state. Therefore, tax relief and reform have to be carefully

crafted so they are responsible.
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REAL TAX RELIEF FOR ARKANSAS FAMILIES (1997 SESSION)

In the 1997 legislative session, my first as governor, we passed a comprehensive income-
tax relief package, marking the first time in Arkansas’ history that the state had seen a major,
broad-based income tax cut. This $90.6 million tax relief measure lessened the tax burden on
Arkansans in many ways.

ELIMINATION OF THE MARRIAGE PENALTY

We increased the standard income tax deduction from $1,000 to $2,000 per taxpayer.
Under previous law, married couples were allowed a total standard deduction of $1,000. With
this change, a married couple receives a $2,000 per person deduction or $4,000 per couple, an
increase of $3,000 per couple. This could save up to $210 in income tax for a married couple.
No longer does our state tax code punish a couple for being married. We need to reward couples
for getting married and raising children in a family setting. Too often, our government policies
do just the opposite.

TAX RELIEF FOR THE POOR

Those below the poverty line were exempted from the state income tax. The reduced tax
tables were adjusted for all taxpayers to incorporate the new standard deduction amounts and a
tax credit based on Social Security taxes paid. Taxpayers now receive a tax credit based on a
percentage of the Social Security taxes they pay to the federal government.

INDEXING INCOME TAX RATES

To prevent taxpayers from creeping into higher tax brackets as a result of inflation, we
indexed the regular income tax brackets. Indexing is performed each year beginning in 1999 and
is based on the positive change in the Consumer Price Index. The maximum percentage of

change allowable is 3 percent a year.
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DOUBLED DEPENDENT CHILD CARE CREDIT

Arkansas uses the federal credit for child and dependent care as a basis to compute the
Arkansas child and dependent care credit. In the 1997 session, we increased the available credit
by doubling from 10 percent to 20 percent the amount of federal credit allowable. This is yet
another example of making government policies friendlier for parents raising children.
CAPITAL GAINS EXEMPTION FOR SALE OF PERSONAL RESIDENCE

We eliminated the capital gains tax on the sale of homes. If the property was owned and
occupied as the taxpayer's main residence for three of the five years preceding the sale, the gain
from the sale is exempt. We also allowed the gain to be deferred for qualifying taxpayers who
do not meet the new holding period requirements.
ADDITIONAL RELIEF TO ARKANSAS’ ELDERLY

Additionally, we increased the qualifying income level and maximum rebate allowable
under Arkansas’ circuit breaker act. The circuit breaker act provides cash rebates to low-income
Arkansas taxpayers 62 and older based on their real property tax paid on their personal residence.
WORKING TAXPAYER CREDIT

We also enacted a special working taxpayer credit. This credit is based on the portion of
Social Security tax that is paid to provide retirement benefits. Taxpayers receive a credit equal to
2 percent of the Social Security tax paid. The credit is allowed on the first $40,000 of earned
income. Taxpayers who qualify for the special reduced tax rate tables receive a credit equal to 4
percent of their earned income.
RESPONSIBLE REFORM AND RELIEF

It is of special note that this $90.6 million in relief was given to taxpayers in a responsible

manner. Arkansas law mandates that we have a balanced budget. In both 1997 and 1999, we
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produced balanced budgets with tax- relief provided for in the budgets. In other words, we
budgeted tax relief. By finding savings to pay for new programs, we proved it possible to
propose new, needed programs by reallocating resources while still providing tax relief. This has
never before been done in A;rkzmsas.

STREAMLINING ARKANSAS’ CAR TAG RENEWAL SYSTEM

While tax relief was significant, our most revolutionary governmental reform was the
streamlining of Arkansas™ car tag renewal system, a reform I talked about earlier. Motorists
often had to visit three government offices the old system. All this just so they could purchase
their anmual renewal decals. Needless 1o say, motorists were not happy with the process they had
o endure to meet what should have been a relatively simple obligation.

On March 31, 1997, T signed into Jaw a bill creating the Streamlined Auto Renewal
System, dubbed the STAR system. The law included a mandatory implementation date of Jan. 1,
1999, and meeting the stetutory deadline was not a simple task. But Arkansas motorists now‘
have cause to celebrate. The ineffective vehicle safety inspection requirement has been
eliminated, and through STAR, the information taxpayers were previously required to present in
person is provided by a statewide computer network,

To meet the Jan. 1, 1999, deadline, a number of major roadblocks had to-be removed. The
first was automating the process for obtaining proof of auto Hability insurance. There are more
than 325 insurance companies providing auto liability insurance coverage in Arkansas, each with
its own computer system. The state had to develop a process that would permit each company to
perform automated, monthly updating of a state insurance database. This was programmed and

implemented by Jan. 1, 1998, a period of less than nine months.
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The biggest challenge was automating proof of assessment and payment of personal
property taxes. To appreciate the magnitude of this challenge, you must realize that the personal
property tax process in Arkansas is, by constitutional mandate, administered by the counties.
Arkansas has 75 locally elected county assessors and 75 locally elected county collectors. These
elected officials utilize 27 independent, commercial software providers to support and maintain
their personal property tax systems. Every one of these 150 assessor/collector systems had to be
replaced or substantially modified to utilize the state’s telecommunications network for
transmitting - county personal property tax data into a state-maintained, personal property tax
database. While these efforts were under way during the fall of 1997 and throughout 1998, a
parallel effort was being played out in the 143 state revenue offices across the state. As annual
tag renewals were being processed, revenue office personnel were entering county personal
property tax account information into the vehicle registration records.

The third essential part of the process was giving motorists alternatives to standing in line
to renew their car tags. That was accomplished by partnering with private enterprise. Through a
contract with IBM, Arkansas residents are provided 24-hour access to the STAR system via
telephone or the Internet. This service was implemented on Jan. 1, 1999, making it possible for
Arkansas residents to renew their car tags in five minutes or less from virtually anywhere in the
world. They pay by credit card and receive their new decals by mail within five days.

Obviously, changing the process and overhauling the affected computer systems in the
given time frame was no simple task, and what Arkansas did in less than two years could have
realistically taken five years to accomplish. But the results are giving Arkansas motorists what

they had been wanting for many years — simple alternatives to standing in line.
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With implementation of STAR, renewal processing by phone and Internet is rapidly
catching on. Arkansas is on¢ of only a few states offering béth options, and one of even fewer
that does hm charge “cu‘stome"rs' a service fee of .regkistrationy surchafge for usiﬁg the phone ‘or
Internet to ‘renew. Charging citizens extrd -to- use- automated services such as these .is
counterproductive to improviﬁg government efﬁcieﬁcy. As in any business, if you méke it
possible for custcime;s to effeciively serve themselves, it‘ will costkyou fess than serving
customers in person.

There are two extra E}bﬁz;ses for Arkansas resideﬁts asa resuh of STAR. ‘First is the
savings in time and effort enjoyed by our citizens when they renew their car tags. There is no
doubt the savings in waéted timé atone will be wortﬂ millions of dollars in increased productivity
each year. The second bonus is a §1 net reduction in the annual cost of renewing as a result of
eliminating the annual safety inspection requirement. This is a real cash savings for our citizens -
of more than $2.3 million dollars per year.

The Arkansas STAR system is p;oviding our citizens with,_ better, faster and cheaper
services than they evef had before. It is a clear example of what government can do when the
challenge is faced and the commitment is made to overcome every obstacle in meeting that
challenge.

1999 LEGISLATIVE SESSION

Just last week, we completed our 1999 legisiative session. In just three months, we
accomplished a great deal of tax reform. During the session, acts were passed that adopted the
new federal Roth IRA provisions and the educational IRA provisions. Also, the $6,000 per

taxpayer exemption for income from employer-sponsored pension plans was extended to include

income from individual retirement accounts. Legislation was also considered or enacted to:
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—

. Reduce the capital gains tax and simplify capital gains tax computation;

3%

. Increase the credit for dependents from $20 to $30 per dependent;

w

. Increase the percentage of child care credit from 20 percent of the federal credit to 30

percent of the federal credit;

>

Extend the circuit breaker to taxpayers 62 and older with total income of $25,000 or

less;

w

. Extend the circuit breaker to disabled taxpayers;

6. Repeal the sales tax on food.

CAPITAL GAINS TAX INVESTMENT INCENTIVE

In June 1998, I sponsored a summit on economic development at which hundreds of
community, business and government leaders. came together to discuss the best course for
Arkansas as it moves into the 21st century. During the summit it became clear to all that one of
the chief impediments to growth in Arkansas is the income tax on capital gains.

The capital gains tax adds about $50 million to the state treasury, but as the summit made
clear, it costs Arkansans far more. The federal capital gains tax, now 20 percent, affects
everyone. But Arkansas' additional 6 percent levy is a high hurdle for businesses to clear,
particularly while neighboring Texas and Tennessee do not tax capital gains at all and
Mississippi does not tax in-state investments. Despi?e the fact that economic development is one
of the state's priorities, Arkansas' capital gains tax both repels outside businesses and actually
gives Arkansas businesses an incentive to relocate out of state.

Notable business leaders and economists consider Arkansas’ taxation of capital gains
archaic and counterproductive to economic development. Taxing capital gains impedes savings

and capital formation while ultimately inhibiting investment. Investors are reluctant to shift from
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one investment to another for fear of the accompanying tax bill. Capital then becomes locked
into unproductive uses. Start-up companies bear much of this burden as investors become few
and far between.

Cutting capital gains taxes would spur economic growth and increase savings by reducing
the cost of capital and increasing investment. In turn, labor productivity would rise along with
income levels.

As 3 result of summit findings, 1 proposed the complete elimination of income tax on
capital gains for individual taxpayers. This climination will be phased in beginning in tax year
1999 with an exclusion of 30 percent of capital gains from taxation and a simplification of the
capital gains tax computation for taxpayers. I plan to address further reduction of the capital
gains tax when the Legislature convenes in 2001,

BROAD-BASED PROPERTY TAX REFORM FOR ARKANSAS

Much of our tax reform efforts during this year's session focused on Arkansas’ property
itax system. Property taxpayers were justifiably upset over large and abrupt tax increases
resulting from increasing property values coupled with long spans befween reassessments. Asa
result of these increases, a property taxpayer revolt led to a constitutional initiative to totaily
eliminate property taxes in Arkansas and to implement a 1 7/8 cents sales tax. That initiative
was thrown off the November 1998 ballot by the Arkansas Supreme Court. It might have passed
had it remained on the ballot.

To understand the severity of the situation, think back to the three-legged stool analogy.
Proponents of this initiative wanted to chop off the property tax leg and lengthen the sales tax
leg. The problem with this strategy was that under the best scenario, Arkansas would have been

left with a $300 million shortfall. Last year, property taxes brought in $983 million, of which
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$745 million went directly 1o Arkansas schools. We simply could wot risk the ramifications of
this size of shortfall.

Goiﬁg into the 1999 legislative session, wé knew we had to d9 something: to eiiminéte the
inequities in Arkansas” propeﬁy tax system. We also understood that much of the-frustration
over property taxes.in. Arkansas was a direct fesult of problems: with appraisals ’and; the\ E
assessment system rather than with pro}ﬁei'ty taxes in general. Taxpayers are righily distressed by
the inequities that result when property values are not kept up-to-date for many years and sudden,
large increases in asﬁessments are made. - To older retired citizens. on fixed incomes, these
increases can be devastating.

To address these concerns, we proposed the following measures in the 1999 legislative
session:

1.A Propert?/ Téxpayers‘ Bill of Rights designed to bring fairness to all Arkansas
property owners; '

2. A cap on residential real property assessments for citizens 65 and older;

3. A measure 10 repair constitutional flaws in the property tax system;

4. A major property tax relief package; and

3. A reorganization of the property valuation system that will keep assessments fair

and up-to-date.

A PROPERTY TAXPAYERS’ BILL OF RIGHTS
The Property Taxpayers’ Bill of Rights establishes a uniform notice and due-process procedure
guaranteeing citizens they will be treated fairly in assessment of property taxes. It provides a
fairer, mote user-friendly process for taxpayers to appeal the valuation of their property,

including easier access to the appeals process and a consistent written standard for the property
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owner to prevail, It also gives property owners the opportunity to better understand what their

local taxes are used for by specifying what portion of their total tax bill goes to each unit of local

government. The Taxpayers® Bill of Rights is a step toward eliminating inequitable 1ent:

and an empowerment of taxpayers in the increasingly complex world of property taxation.

The Bill of Rights includes the following provisions:

1.

2.

Property owners will be taxed fairly and assessed equitably throughout the state;
Property owners will have access to information concerning how the system of
property taxation works and how tax dollars are speng;

Property owners will participate in the determination of tax rates or millage rates
levied in local taxing units;

There will be fair and courteous treatment throughout the property tax system;
Property owners will be allowed to review the reassessments and methodology
used in determining the value of their properties and that of comparable
properties;

Property owners are entitled to a prompt response by government. officials to
inquiries regarding the valuation of their properties;

Government officials or others responsible for valuation of property will be
required to review and correct any measurement error to the nearest foot, clerical
error or other technical error that occurred in the valuation of property;

Property owners will be sent a notice setting forth the following:

(A) The amount of any change in property value;

(B) Their right to appeal such a change; and
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(C) The procedures that must be followed on appeal, including the name, title,
address and telephone number of the secretary of the equalization board to whom
the appeal and any supporting documentation should be directed, the deadline for
requesting a hearing and the proof required for adjustment of value;

Property owners will be allowed to complete all steps in the appeals process
before paying any disputed taxes;

Property owners will receive written notification of the outcome of any appeal;
and

Property owners will recover any overpayment of taxes resulting from erroneous

assessments within three years after payment.

We are requiring all assessors’ and collectors’ offices in Arkansas to prominently display these

rights.

REFORMING PROPERTY TAXES - AMENDING THE ARKANSAS CONSTITUTION

Knowing that a lack of predictability contributed to public dissatisfaction with the current system

and fostered a movement to abolish the property tax altogether, we proposed a constitutional

amendment intended to restrain wildly fluctuating revenue growth. If adopted in November

2000 by voters, the amendment will:

1.

Limit owner-occupied housing assessments growth to 5 percent per year and all
other properties to growth of 10 percent per year. 'Assessments will continue to
grow annually until they equal market value. These restraints will not apply in
counties that have not recently reappraised, but property owners in those counties
will receive a tax rate reduction partially offsetting the vaiue increases.

Target home owners for further relief by providing a property tax credit of $300.

12
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3. Cap property assessments for fixed-income elderly and disabled people. The
theory underlying this is that these people have less opportunity to add to their
individual incomes so the government should be restrained from asking them for
more tax revenues.

Almost one-half of state general funds are spent on schools in Arkansas. State funding of
schools is directly tied to local school districts’ assessed wealth. Wealthier school districts
receive less state funding than poorer school districts. If the assessed value of a school district is
not correctly estimated, state funds are being misapplied.

Clearly, school funding needs dictate that values be accurately assessed. Additionally,
when property assessments are forced to increase by state order, property owners suffer from
“sticker shock” and become outraged.

In response to the problem of “sticker shock,” we have instituted a system of regular
revaluation of property that will be funded by and closely monitored by state government. Local
governments will still be responsible for assessing property, but they must employ competent
managers and follow proper procedures. If they do not initiate or adhere to sound management
and procedure, state government will enter into contracts with private vendors who will.
MAKING GOVERNMENT PERFORMANCE-DRIVEN AND ACCOUNTABLE

From the outset of my administration, I have focused on government reform. We must
make government performance-driven and accountable to the people. To achieve this, in the
summer of 1996, I asked the Murphy Commission, a group of some of Arkansas’ most
distinguished business leaders, to examine every facet of state government and its current
operations, compare its findings to the best practices in management and finance found anywhere

in America, and report back as soon as its task was complete. After two years of exhaustive,

13
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volunteer effort, the Murphy Commission responded on Sept. 17, 1998, with its initial
recommendations for implementing sweeping reforms that would increase efficiency and
accountability in Arkansas’ state government.

Many things can and will be done to reform state government, but giving managers the
tools to' manage well — and giving taxpayers the information to determine how their leaders are
doing their jobs — is essential. Indeed, without first accomplishing that basic, structural reform,
other attempts at change are doomed to failure.

Qutstanding governors, such as former Govs. George Allen of Virginia and Zell Miller of
Georgia, implemented similarly innovative managerial and financial reforms based on higher
performance at less cost. The benefits of such reforms are apparent in their states, as well as
states such as Texas, Michigan, Florida and Arizona. Government expenses are falling, state
economies are booming, public services are improving and inefficient government bureaucracies
are giving way to leaner customer-oriented operations tying their performance to measurable
performance objectives.

1 am committed to making Arkansas a showcase of excellence in government and
accountability to the people. To accomplish this, some of my recommendations are:

1. Restructure Arkansas' budgeting process to require the use of performance-based
budgeting.
2. Define and implement a system of performance-based pay for all state employees.

3. Implement activities-based cost accounting, with expenditures tied not only to costs but
to measurable performance outputs.

4. Provide for a fully independent audit of state government, overseen by a bipartisan audit
committee, the majority of whose members would come from outside state government.
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PERFORMANCE-BASED BUDGETING

Performance-based budgeting requires state government to define what constitutes good
performance and then allocate money to those functions on the basis of how effectively the
intended performance outputs are being achieved. Arkansas has used an incremental approach to
budgeting rather than a performance-based approach.

An excellent model for this exists in the form of the federal Government Performance and
Results Act of 1993 (GPRA). When enacted, GPRA required federal agencies to develop, no
later than the end of fiscal 1997, five-year strategic plans that included the agency's mission
statement, identified the agency's goals and described how the agency intended to achieve those
goals through its activities and through its human, capital, information and other resources.

Once these measures are determined and implemented, integrated outcome and
performance measurement — performance-based budgeting — becomes possible. Performance
budgeting is the allocation of resources to achieve specific objectives based on program goals
and measured results. Its basic principle is to focus on accountability for service quality,
quantity, efficiency and effectiveness — not just on meeting the requirements of budget laws and
staying within the budget.

A budget functions as an instrument for financial and policy control, as a guide for
operations management and as a vehicle for policy planning and implementation. Performance
measures ¢an contribute to the formulation and justification of budget requests. They can
illustrate the benefits that can be achieved with additional resources. Similarly, in cases of
shrinking resources, performance measures. can help governments make the case for budget
reductions targeted in particular programs rather than making reductions with across-the-board

cuts.



68

By using performance measures in budgeting, micromanagement can be avoided.
Budgetary control is moved from a focus on inputs toward agreement on performance and
outputs desired. This change lets management exercise more creativity and is designed to reduce
or eliminate micromanagement by elected officials, keeping them focused instead on getting the
best results for the public's money. The budget serves as a performance contract between an
agency and elected officials and ultimately to the taxpayer by making the system transparent,
responsive and meaningful, thus reducing cynicism toward government. In contrast to traditional
budgeting, the focus is on the unit cost of achieving a particular outcome rather than on the unit
cost of providing a service.

PERFORMANCE-BASED PAY

Performance-based pay is essential to making government performance-driven and
accountable, and for that reason it is integral to our ongoing efforts to renew state government.
At the beginning of the 1999 legislative session, we introduced and saw passed into law our
Career Ladder Inceniive Program (CLIP). CLIP will compensate state employees for the actual
job performed as well as provide an opportunity to reward state employees for experience and
performance. A primary component of CLIP is the ability to respond to prevailing market pay
rates and adjust state employee pay accordingly, something to which we are committed. CLIP
will cover all classified employees whether in career ladder positions, management positions or
technical positions at the top of the career ladder or at the maximum of their salary grade.
ACTIVITY-BASED COST (ABC) ACCOUNTING

Activities-based cost accounting is very likely the linchpin of the package. ABC
accounting allocates dollars as they are spent in the agencies — in a consistent and uniform

manner — to defined service activities and administrative and support functions. When tied to

I3



69

outputs under a system of performance budgeting, ABC becomes a vital source of managerial
information and needed public reports to citizens. At the push of a buiton, citizens and
govemnment leaders alike can see not only how much money is being spent in an agency and its
departments, but where it is being spent in each agency relative to the vital major services they
provide, relative to their costs of operating and relative to agreed-upon goals.

ABC accounting may be new to government, but it is certainly not untested there. Iowa
has moved to an ABC system, and Virginia's Commonwealth Competition Council has
developed a software tool for their agencies that — once installed on accounting computers as a
special module — not only properly allocates costs to activities in agencies but suggests whether
or not an activity is a good candidate for competitive outsourcing.

INDEPENDENT AUDIT OF STATE GOVERNMENT

We believe the auditor of a state or local government's financial statements must be
independent, both in fact and appearance. A properly constituted audit committee helps enhance
the auditor's real and perceived independence by providing a direct link between the auditor and
the governing board. For this reason, we encouraged the Legislature to enact legislation to
implement a fully independent audit of state government.

In recent years, the importance of audit committees has come to be recognized
increasingly in the public and private sectors. This importance is reflected in the requirement set
by generally accepted auditing standards that auditors determine that the audit committee (or its
equivalent) is informed of various matters of importance related to the financial statement audit.
CONCLUSION

The experience of the past three vears in Arkansas has shown plainly that government, all

to often, has nof been accountable to the people or even at times to itself.  Yet today, the

17
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procedural and technological tools exist to eliminate most of the accountability problems that
exist simply by properly collecting the right data and presenting it in a meaningful way. We are
committed to finding and: acquiring the tools Arkansas needs, both to.clean its house and.to
achieve real excellence. ‘The time has come for reform. We are committed to leading a
performance and accountability revolution that gives Arkansans the performance;, accountability,
and ultimately, the results they deserve. Not only should their expectations be met, but those

expectations should be raised, and government should consistently deliver.
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Mr. BURTON. I think you ought to give me a copy of that, Gov-
ernor. I would like to use that in my next Lincoln Day speech.

Governor, let me start off by asking you what the overall eco-
nomic impact has been in Arkansas because of these tax cuts and
reforms.

Governor HUCKABEE. First of all, our State government has had
a surplus. In fact, we had anticipated a $110 million surplus in this
past year. The figures are going to be more like $191 million of sur-
plus. We think it is directly the result of both a very healthy eco-
nomic, but we also believe that it is in part due to the tax cuts that
were implemented.

It is very clear that the $90 million of tax cuts that went into
effect even in the last year were very helpful in causing people to
take that money that was due to them and to spend it in the mar-
ketplace. And the more they spend, the more things have to be put
on the shelves, and the more things have to be manufactured and
shipped and serviced, and everybody wins.

Mr. BURTON. Did you receive a lot of opposition from various
grou‘l?)s about the tax cut? What kind of opposition did you experi-
ence?

Governor HUCKABEE. Mr. Chairman, we did receive opposition
from, I would say, the usual suspects. There are always those who
think that government needs more money and more control. But
the good news is that their numbers are dwindling in Arkansas,
and I think began to see in our State that taxes were, in fact, oner-
ous on many of our families and were willing to give this a try. The
result has been, as I have already indicated, a very positive one.

In this last session, I think the paradigm has truly been moved
from coming to the legislature every 2 years in our State, talking
about which taxes we would raise, and by how much. Now the dis-
cussion centers, when we get together, on which taxes we will cut,
and by how much.

Mr. BURTON. You know, we all live by polls anymore in Wash-
ington; I am not sure we should, but everybody looks at the polls
on everything on tax reform to Kosovo, and I think it does have a
bearing on people’s decisions, decisionmaking processes. Has there
been any polling data in Arkansas to find the reaction of the people
toward your administration’s tax cuts and tax reforms?

Governor HUCKABEE. Mr. Chairman, probably the most effective
poll would be the election last November, and in a State that is
considered to be predominantly, overwhelmingly Democrat, I was
elected with 60 percent of the vote, and that was with a three-man
race. It was a significant election and a decisive margin of victory.

I think, also, the size hit was that nearly 50 percent of the mi-
norities in our State voted for me. It indicates that this crosses
party and geographical, gender, cultural, and racial lines. People of
all kinds want government to be less intrusive in their lives. People
have dignity and want to be able to know that, when they come
home tired every day from a hard day’s week, that the money that
they have earned, they are going to be able to direct its spending
as much as is possible.

And people in our State—and we are a small State, and we are
essentially a poor State compared to most; we would be the first
to tell you that—but our people are proud and they are hard-work-
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ing. They know that government ought to be there to do certain
things. When they dial a 911 call, they want someone to answer
it. They want our schools to be decent and our kids to get a good
education. But what they don’t want is government that goes way
beyond the essentials and the basics.

I think that as people are realizing that tax cuts do not hurt pub-
lic education, it doesn’t hurt healthcare for children—and, in fact,
Mr. Chairman, it was 2 years ago that we launched a very innova-
tive children’s health initiative called the Our Kids First Program
that really is in the long term a very fiscally responsible approach,
because it recognizes that preventing illnesses and diseases is less
costly than waiting until they are in catastrophic condition and
then treating them. I think tax policy is the same kind of approach
that we try to look at in Arkansas, not only looking at just cutting
taxes for the next election, but trying to cut taxes so that we can
stimulate the economy for the next generation.

Mr. BURTON. Let me just ask you one more question, and I might
add, before I ask the question, that I went through radio training
school in the U.S. Army at Ft. Chapee, AR, and the people at Ft.
Smith were really great to me when I was down there. That was
back in 1908. [Laughter.]

Let me end up by asking you, you know, we have heard a lot
from the pollsters and from the people on CNN and all these talk
shows, these talking heads thing, the American people really don’t
want a tax cut. Can you tell me in Arkansas if that is true?

Governor HUCKABEE. Well, we didn’t have anyone turn it down.
So the best way I could say it is that I think that they clearly did
want the tax cut, and to my knowledge, not one single Arkansan,
out of 2.5 million people, wrote us and said, “Please, you all keep
that. You are doing such a great job with it; we would like for you
to just hold onto it a little longer.”

Mr. BURTON. OK, thank you, Governor.

I think we will go to Asa, since he was the next one here.

Mr. HUTCHINSON. Thank you, Mr. Chairman, and I will just ask
a couple of questions and give my colleagues an opportunity as
well. I want to ask two questions, one referenced to property tax.

I know that in the last session they were concerned about the at-
titude of the people, but the people of Arkansas really were initi-
ating a referendum, a property tax reduction on the ballot, and the
legislature addressed that. Could you explain how that pressure
worked and how the legislature responded to it?

Governor HUCKABEE. Congressman, as you are well aware, being
from Arkansas, there was a real scare because on the ballot, just
before the election, an initiative was there that would have com-
pletely eliminated property tax. And while that sounds very ap-
pealing, all of us understand that, while we want to lower taxes,
we can’t eliminate them altogether and still give people a decent
government.

This particular proposal would have had a devastating impact on
our economy. It would have literally cut our budget by about 35 to
38 percent, which would have devastated our schools. We are al-
ready 50th in per-pupil expenditure in terms of student spending.

So many of us fought back that measure, and we said that, if you
will give us a chance in the next legislative session, we will do ev-
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erything possible to bring three things: establish a taxpayer bill of
rights, reform the system, and bring some relief to taxes.

Just prior to the election, the Arkansas Supreme Court took that
initiative off the ballot for a misleading ballot title. So we sort of
dodged the bullet in terms of the vote. But I knew, and so did the
legislators, to their credit, that we needed—in fact, we were obli-
gated—to take responsible action in fixing the property tax system,
or else it would come back to the ballot in the year 2000.

To the credit of the legislators—and I want to give them 99.9
percent of the credit—they were willing to work hard to make sure
that we did accomplish those very three objectives. The property
taxpayers’ bill of rights will give every citizen detailed information,
not only about what his or her rights are in regard to appealing
a property tax verdict they don’t like, but also detailed information
about how the money is collected, what it is used for, and exactly
how it is spent, with the process for them to appeal on their own
terms and, frankly, in their own timeframe, as to when they can
work with it.

Second, the property tax reform, a number of reforms where we
will have uniform assessment across the State; we will also have
it in a timely way, so we will not have huge jumps. This is one of
the things that triggered the revolt in our State, as you will recall,
where people went for 10 years without a reassessment, and when
it was reassessed, it was the jump in the property tax that was the
sticker shock that caused many of them to feel very angry. And the
final issue was the relief, and even though we enacted certain
things that we could do statutorily, some of the issues have to be
carried out through the constitutional reform. And on the year
2000 ballot there will be a measure that will give Arkansans a
choice to make, if they want to enact a significant property tax re-
duction, and if they do, then it will come in the form of a tax credit
on their homestead exemption of about $40,000 to $42,000 per
homestead, which will amount to around $300 to $325 per home-
owner.

Mr. HUTCHINSON. I was impressed with the legislature and your
leadership, responsibly dealing with that energy out there to re-
duce property taxes.

Then, finally, I wanted to just mention, and particularly for my
colleagues to hear how it works in Arkansas, the revenue stabiliza-
tion act. Some of the pressures that we face in Washington are the
approaching or escalating expenses for government each year. In
Arkansas, if you could just explain how the expense side of govern-
ment works, and how it is budgeted so that you do not exceed your
budget and have deficit spending each year.

Governor HUCKABEE. Well, if there is anything that perhaps Ar-
kansas could export to Washington that would be of great benefit,
it would perhaps be the revenue stabilization act that was enacted
several decades ago. It basically requires that we have a balanced
budget; that we do not go into deficit spending. It is constitu-
tionally prohibited.

And the revenue stabilization act provides that, as we develop
our entire budget, we do so with budget categories—categories A,
B, C, and we could even categorize a D category, though we typi-
cally do not. As money flows into the State treasury, those items
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are funded according to the priorities in which they are estab-
lished. Our forecast is carefully monitored, literally on a daily
basis. And whenever we are below forecast, that immediately is ap-
plied to the spending that government agencies are allowed to uti-
lize from that budget flow. So that at no time during the entire bi-
ennial budget—and we have a biennial budget—is there a point at
which the agencies are spending beyond not only what they were
budgeted, but what is actually flowing into the treasury. And it
gives us a real clear management tool to ensure that there is not
deficit spending and that there is proper management throughout
the entire biennium.

Mr. HUTCHINSON. Thank you, Mr. Chairman, and thank you,
Governor.

Mr. BURTON. Mrs. Morella.

Mrs. MORELLA. Mr. Chairman, I would be glad to ask a question,
but there may have been others ahead of me who are here.

Mr. BURTON. If you prefer, we will go ahead to Mr. Horn.

Mr. HORN. Thank you very much, Mr. Chairman.

Governor, it is a great pleasure to see you. We are delighted with
what you have accomplished in Arkansas in such a short time.

The Governor Whitman testimony this morning, she noted that
we need to invest some of that surplus that we have, or think we
have, in Social Security and education. And I asked her a question
that I want to also ask you and the other Governors.

Obviously, tax cuts are one option, and we are doing some of
that. And I guess I would ask the question, to what degree do you
think we ought to be also reducing the national debt, which is $5.3,
$5.5 trillion? A tax cut is good for your and my generation. Reduc-
ing the national debt would be good for our grandchildren. And I
feel very strongly since Congress, not this Congress, not the last
Congress, but the Congresses of the last 40 years, up to 1995, just
had a spending spree. The Republican Presidents should have ve-
toed a lot of it, but they didn’t, and they were wrong. They should
have gone right to the mat.

But there we are at $5.5 trillion. What advice would you give on
how we split that supposed surplus?

Governor HUCKABEE. Congressman, first of all, I would be very
reluctant to try to give advice to Members of the Congress. I have
enough trouble dealing with our issues back home in Arkansas.

Mr. HORN. Everybody else does; I don’t know why you shouldn’t.
[Laughter.]

Governor HUCKABEE. But I would just express an opinion that I
don’t think the tax cuts and a responsible managing of the deficit
have to be enemies. I think that they can be parallels of the same
track upon which this train of a strong economy can run. Certainly
it is important to reduce the long-term indebtedness that the
United States has, but it is also important to give people who have
earned money an opportunity to direct the expenditure of that
money. By the same token that we could create a real undue bur-
den on our grandchildren by not reducing the deficit, we are also
really creating an undue burden on the worker today for the sins
of the past for his or her grandfather. And while I am concerned
about our grandchildren, I am also concerned that we need not to
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penalize today’s American worker for the sins of our ancestors, who
perhaps did spend us into this kind of deficit.

So responsible tax cut in the context of overall economic plan-
ning, I don’t think has to be inconsistent. I think it is a very con-
sistent approach, and one I would hope that would take place.

Mr. HORN. Well, I agree with you on the deficit. We can’t be put-
ting out any more deficit budgets. We have to put a stop to that—
even though the President has not been very cooperative in the
sense of giving us his list of what he wants to see cut. He has a
lot of new programs. He has operations all over the world in the
military, and yet, we never get a recommendation from him as to
what he thinks we ought to cut. And that isn’t leadership, in my
humble opinion.

But what I am thinking of is, one, having budgets that have no
deficit. No. 2, start to take away some of those bonds that are out
that cover up the national debt and see if we can’t reduce that, and
with that, hundreds of billions of dollars in interest annually. Lyn-
don Johnson ran the Vietnam War and the whole government on
a $200 billion budget. Now that kind of money goes to pay the in-
terest rates. And the sooner we can get it down, the less a burden
will be. Still, if we live long enough, to Strom Thurmond’s age, you
and I will still be paying it, and our grandchildren and great
grandchildren will also be paying it. So I am looking to see if we
can’t get rid of some of that national debt.

[Governor Huckabee shakes head.]

Mr. HorN. I don’t know if you shake your head affirmatively or
negatively.

Governor HUCKABEE. Oh, I mean, I think your point is well
taken. Let me add this one comment as regards to the debt.

One of the most effective ways to be able to have the capacity
to draw down the debt would be to give the economy the kind of
stimulation where people would earn more. When they earn more,
they will spend more. And when they spend more, even if the tax
rates remain similar or lower, we have discovered in Arkansas that
we can lower our taxes, but actually bring more money into the
treasury, because there is a greater level of economic activity tak-
ing place.

And I realize that there comes a point at which you can’t lower
the taxes so low, but, on the other hand, there is a point at which
you can also only raise them so high, at which at that point it has,
I guess, application of the law of diminishing returns.

So what I would think is that, with the tax rate lowered by the
Federal Government, I think that while it may appear on the sur-
face that it would decrease the capacity to go against the debt, I
think the opposite will be proven to be true. And it has certainly
been proven in our own States. Governor Whitman would tell you
that, and Governor Battaglia will tell you that tomorrow, and Gov-
ernor Gilmore will tell you that this afternoon. I would tell you
that in my testimony this afternoon.

Mr. HorN. I think you are absolutely right on that. And if we
want to really give tax relief, we would lower the burden of 15 per-
cent on employer and employee, but really it is all out of the em-
ployee’s pocket, as well as the employer’s pocket, on Social Security
or Medicare. That is the one that is truly a regressive tax that real-
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ly hurts lower-income people, and we ought to be doing something
about that, too.

[Governor Huckabee nods affirmatively.]

Mr. HoORrN. I take it you are nodding that we

Governor HUCKABEE. I think it is a great idea, absolutely.

Mr. BURTON. Mr. Horn, we all agree with you.

Mr. HORN. Good.

Mr. BURTON. Mrs. Morella.

Mrs. MORELLA. Thank you.

We are honored that you appear before our committee, Governor
Huckabee. You know, I used to represent in their home away from
home both Senator Bumpers and Senator Pryor, and I want you to
know—they are no longer there—but I want you to know you are
represented by some great Members of Congress. You have got one
sitting right next to you, to your left, Jay Dickey. He is a real ad-
mirer. He talks about you often—and Congressman Hutchinson,
who was here, who represents as well. So I want you to know that.

I am also on the District of Columbia Subcommittee, and I just
had a meeting earlier today talking about the possibility of tax cuts
for the District of Columbia people, since we have been doing a lot
of revitalization quite successfully. Their income tax is among the
highest in the Nation. They have like five different levels of cor-
porate tax. And they have a surplus. So it sounds like it has got
the right environment for it.

But I asked then a question I would ask you: Where does the op-
position come from? The answer I got: Well, you are going to have
those groups who say you need to put more money into health. You
are going to have those groups who are going to say you need to
put more money into education. Instead of giving tax cuts, let’s
spend this money on something where we can see some effect that
would be beneficial for the public.

Now I want to ask you before—my first question within a ques-
tion is: Where does Arkansas rank in terms of the per-capita ex-
penditures on education?

Governor HUCKABEE. We are 50th.

Mrs. MORELLA. I thought I heard you say that.

Governor HUCKABEE. Yes. That is correct.

Mrs. MORELLA. That is why I picked up on it.

Governor HUCKABEE. Right. We are 50th in the amount of money
that we spend on a per-pupil basis. So our State has a long way
to go in terms of spending. Now the good news is that we are 32nd
in terms of our overall academic results—proof positive that it is
not just money that equals good education. It is good, dedicated
teachers. It is a disciplined environment in the classroom. It is a
good curriculum. It is the parental involvement. And it is, I think,
a lot of local control at the school board level and the campus level.
All of those are important factors, as well as how much money
flows to the student.

I think we could all look at surveys that show that some school
districts in which the expenditures are extraordinary don’t produce
academic results that are better or even equal to other districts
who don’t have that kind of money, but they do have the strong
sense of parent involvement. They have a strong sense of discipline
in the classrooms.
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Mrs. MORELLA. I agree.

Governor HUCKABEE. So I think while I would certainly want—
and one of my goals as a Governor, quite frankly, is to make—be-
fore 1 leave office, Arkansas is no longer 50th, and we have in-
creased education funding, and I want to do it more. But I don’t
think there is a conflict between that and being able to also cut
taxes.

Mrs. MORELLA. Did you hear from like the teachers’ groups and
parent groups about that?

Governor HUCKABEE. We heard from the teachers’ union about
that. Certainly they were apprehensive about tax cuts, and there
were other providers. Quite frankly, Congresswoman—and I know
you know this very well, as I do, because of your position—there
are a lot of people who make a lot of money off the government—
a lot of money off the government. And a lot of people who are the
so-called advocates for the poor and to help end poverty really un-
derstand that their living comes off of making sure there is enough
poverty out there to give them a job.

Mrs. MORELLA. It is kind of a balance; that you are the one who
is the leader in terms of making sure that you do have this bal-
ance.

Our chairman has been pushing very hard something we call the
Government Performance and Results Act, which does that very
thing. It says, OK, can you tell us not only what your mission is,
but what are you doing to prove that you are reaching those goals?
That is the kind of thing that you are saying.

I would ask you, did that 32 percent occur while you were Gov-
ernor? Or has this been happening in terms of performance

Governor HUCKABEE. That is the most recent figures. Our aca-
demic performance is up. Our level of remediation is down. Those
are two good indicators that we are doing some things right.

What largely we have done is to refocus on the beginning of an
educational environment with a program called Smart Start, which
is a K—4 initiative to ensure that students get the right start.

But you mentioned some other areas of efficiency. We have im-
plemented cost-based budgeting or activity-based budgeting, which
has made a very important in-road in actually determining the cost
of what government is doing; performance-based budgets, which is
something we have implemented this year. And we have got a citi-
zens’ commission called the Murphy Commission, headed up by a
south Arkansas businessperson, and headed up by a blue ribbon
panel of business and civic leaders, all outside of government,
whose job it has been for the past 2% years to go through every
single agency of State government and make recommendations of
how we could downsize, make those agencies more efficient, utilize
technology to be more capable of better managing the resources
they have.

As a result of that, we have an independent audit structure now
in place in our government; the activity-based costing; perform-
ance-based budgeting, and a new program called Career Ladder In-
centive Program for Employees, which gives people an incentive for
staying in State government, but not just for physically being
there, but for actually performing and being graded on objective
levels of their performance.
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Mrs. MORELLA. I am sure you have probably had job training in
terms of technology and education also included within your pro-
gram?

Governor HUCKABEE. That is correct.

Mrs. MORELLA. I know my time has expired. I want to congratu-
late you on putting into effect all of those elements. Thank you.

Governor HUCKABEE. Thank you.

Mr. BURTON. Thank you, Mrs. Morella. Congressman Terry.

Mr. TERRY. Yes, thank you, Mr. Chairman.

Governor, it is nice to meet you. My sister is a resident of Rogers,
AR. She has lived down there for about 15 years now, her and her
family, and mentioned supporting you, and that they were thankful
to have you in there now.

Governor HUCKABEE. You have a wonderful family, Mr. Con-
gressman. [Laughter.]

Mr. TERRY. I thought you would agree with me on that one.

But I have got to tell you, one of the major issues—I am new to
Congress, only been here 90 days, but one of the issues that con-
cerns me most—and, in fact, was one of the reasons why I ran—
is what I thought were some questionable Federal policies, particu-
larly in taxation areas, marriage penalty, one of my pet peeves. In
fact, in a survey I did with my constituents, I found out that it was
also one of theirs, too.

Congress—or at least the House—a year ago was able to adopt
a measure that significantly reduced that burden on families where
both parents work; couldn’t get it through the Senate. But I am
picking up on a theme here today with our Republican Governors,
that they have been able to do the morally correct and just eco-
nomically correct thing for working families, and that is eliminate
the marriage penalty. I am sitting up here saying, we can’t do it
here, but the Governors in the States are seemingly being able to
do it with ease.

Was it easy? Did you have opposition? Teach us how we can get
that accomplished.

Governor HUCKABEE. Congressman Terry, while there was some
opposition to any tax cuts, I think as it relates to the marriage pen-
alty, in particular, that it was one of the less controversial items
that we put in the package, in large measure because it is totally
inconsistent—in fact, it is almost inconceivable—that, on the one
hand, we would encourage people to get married and stay married;
to build strong families and raise children in the environment of
a loving atmosphere, where they have a mother and a father who
truly nurture them, and on the other hand, give them a greater
level of taxation, and actually penalize them for maintaining a tra-
ditional family relationship. It is completely inexplicable and inde-
fensible.

From a pure common-sense standpoint, even if the economics
weren’t so positive for it, I do believe this goes to the heart of what
you said: It is a moral issue. We should not penalize people for
maintaining a strong family structure.

It certainly has not hurt us. In fact, I think it has helped us, and
it makes our State even more marketable to other people, as we
say: It is a great place to live, and we don’t penalize you for being
married.
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Mr. TERRY. Well, congratulations on accomplishing that with
ease and building your coalitions. That is, I guess, our job here.
Thank you.

Governor HUCKABEE. Thank you.

Mr. BURTON. Thank you, Congressman. Congressman Ose.

Mr. Ost. Thank you, Mr. Chairman.

Governor, good afternoon.

I have a couple of questions, and it relates to the cost of doing
business at the local level and the taxes that might follow from
Federal intervention and traffic congestion situations and land use
planning. We have someone in the administration who appears to
be running for President, but, more accurately, has a platform de-
signed to run for mayor.

I am a little curious, from a tax consequence standpoint, what
feedback you might give us in terms of the Vice President’s may-
oral campaign at the local level in terms of cost of government.

Governor HUCKABEE. I appreciate the question, Congressman. I
would say as strongly as I possibly could, the best thing that you
in Congress could do for us at the State level is to give us the op-
portunity to solve problems at the local level, and don’t assume
that they can be solved at this level.

With all due respect to all the Members of the Congress and to
the institution itself, there is no way in the world that an urban
planning program, an education program, a wildlife management
program can be designed in a concrete building in this city that
will be applicable and work equally well in Washington State,
Miami, FL, or in Ft. Ise, AR. It simply can’t and won’t happen be-
cause every locality has a unique milieu of culture that needs to
be addressed. And it is one of the principles that I think that many
of us govern by, and that is that the best government is the most
local government, because it is closest to the people being governed,
and therefore, it is held accountable by those who are being gov-
erned.

Whether it is education policy, we would urge: Send us the
money, not the strings. If it is urban planning, this is when we say,
“Send us the money” would be “This is money our citizens have
coughed up. Return it to them and to us”—and to let those deci-
sions be made at the local level. We honestly believe they will be
better decisions because we in those localities have to live with
them and are closer to what is desired by the people under that
forum than anything else.

I appreciate your bringing that up.

Mr. OsSE. Mr. Chairman, if I may follow on, one thing I have
learned in the few short weeks I have been here—as Mr. Terry, I
am relatively new—you referenced a concrete building here in the
city of Washington, DC. I want to make sure we don’t end up pars-
ing that particular comment. Are you also referring to stick frame
buildings, metal buildings, or any other kind of buildings? I just
want to make sure that I understand the universality of your com-
ment.

Governor HUCKABEE. Even if it was in a manufactured home, it
would still be the same policy, yes, sir.

Mr. OsE. All right, so I can be clear that it is not the structure
from which it comes; it is the fact that it originates here at a far
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distant point, rather than perhaps accommodating, as you said, the
peculiarities or the unique circumstances of the localities?

Governor HUCKABEE. That is correct. I just haven’t seen any-
thing except the granite and the concrete around here.

Mr. Ose. Well, I have learned that I have to be very careful
about how I ask questions, because people are very clever in how
they parse the words. So I don’t mean to imply anything relative—
I just want to be clear about what you were saying. So I appreciate
your feedback.

Governor HUCKABEE. Point well taken.

Mr. BURTON. Well, Governor, thank you very much for your testi-
mony and for your patience, and for being with us at the news con-
ference. I can see why you were elected with 60 percent of the vote
in Arkansas. You are a darned good guy, and not a bad looking fel-
low, either.

I want to say that you have a great Congressman in Congress-
man Hutchinson there. He has acquitted himself very well since he
has been here. Congressman Dickey, on the other hand, needs
some help with his basketball, and if you would talk to him about
it, I would appreciate that. [Laughter.]

With that, thank you very much for being here.

And I hope the members will be with us in a little bit when Gov-
ernor Gilmore is here.

With that, we will stand in recess at the fall of the gavel.

Thank you again.

Governor HUCKABEE. Thank you, Mr. Chairman.

[Recess.]

Mr. BURTON. The committee will be in order.

Welcome, Governor. We appreciate your patience. Why don’t you
just go ahead and sit there at the table?

We really appreciate your being with us today. Unfortunately,
right now on the floor we have the census bill, which is one of our
subcommittees, and so a number of our colleagues are down on the
floor debating whether or not local officials ought to have the abil-
ity to participate in reviewing the census. So they will be coming
in from time to time.

Governor Gilmore of Virginia was elected in 1997, promising re-
form of Virginia’s burdensome car tax, and May 20, 1998, Governor
Gilmore signed into law the phaseout of the car tax. Between 1998
and 2000, Virginia taxpayers will receive a refund of $435 million
as a result of this reform. He has also fought hard to eliminate the
sales tax on food, and just this year a repeal of 2 percent of the
State’s 4.5 percent sales tax on food was enacted.

He is also working hand in hand with business to create more
jobs for Virginia, and he has set aside $7.2 million to reduce the
tax burden on corporations with headquarters and major produc-
tion facilities in Virginia.

And I recall, Governor, when you were running, as I said to you
back in the back there, that when you said you were going to cut
the car tax, I could almost hear the voters applauding; I knew you
were in.

So welcome.
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And let me introduce my colleague Mr. Davis of Virginia, who is
one of your outstanding Representatives and head of our NRCC, as
you know as well, to introduce you.

Mr. DAvis OF VIRGINIA. Well, thank you very much. I was also
co-chairman of the Gilmore for Governor Campaign—for attorney
general and for Governor.

Mr. BURTON. He was also co-chairman of the Gilmore for Gov-
ernor Campaign. [Laughter.]

Mr. Davis OoF VIRGINIA. Well, and I might add, Jim and I have
known each other since law school, and I followed his early days,
when he was prosecutor in Henrico County. But I think his most
unique attribute is he took something that had never been an issue
in Virginia politics on cutting the car tax, which no one liked, but
everybody just kind of routinely paid; saw a huge surplus coming
in the Virginia budget, and decided that, instead of the State just
spending it, that he would give it back to the people who were re-
sponsible for putting it there. And a lot of the pundits criticized
him and laughed, and there were editorials, and there was a point
I wasn’t quite sure what to do when he came up with it, but Jim
stayed on message and he followed through. I got my first rebate
this year on the car tax, and I have a voucher for next year’s car
tax.

They are moving ahead not only in that way, but we have put
more money into education. We have put State money into school
construction for the first time in our history. We are extending
healthcare to more people than have ever been covered before in
Virginia. And it shows that cutting taxes is not a zero-sum game;
that if you cut taxes and you continue to lure and attract industry,
your tax base expands, and there are more revenues. And the an-
swer is really not more taxes, but more taxpayers, and that is what
we have done in the Commonwealth of Virginia.

And his leadership has won plaudits nationally. His opinion polls
are very high in Virginia. But I think the real testimony here is
that it 1s working well in Virginia, and things that political leaders
have been talking about for a generation are now being enacted. So
we (Cllo, indeed, have it both ways, and the tax base continues to ex-
pand.

So I am really pleased to introduce our Governor of the Common-
wealth of Virginia, my friend, Jim Gilmore.

Did I miss anything there, Jim?

STATEMENT OF JAMES GILMORE, GOVERNOR, COMMON-
WEALTH OF VIRGINIA, ACCOMPANIED BY RONALD TILLETT,
SECRETARY OF FINANCE, COMMONWEALTH OF VIRGINIA

Governor GILMORE. I think that about does it, just like we wrote
it. [Laughter.]

Thank you.

Mr. BURTON. Governor, you are on.

Governor GILMORE. Great. Thank you. Mr. Chairman, I appre-
ciate the opportunity to be here and to see you again, as well as,
of course, your counsel, who I have known for quite a period of
time; Congresswoman Morella, who I have gotten to know, and she
and I worked together on some mutual projects in Maryland, and
I was very happy about that.
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Mr. Terry, nice to see you, sir.

And, of course, Tom Davis; we were in law school together. He
was much older than I was at the time. [Laughter.]

But it is a pleasure to be here with all of you, and I want to
thank you very much. I have a statement which I, of course, will
naturally submit for the record. But, with your indulgence, I would
like to present it to you.

First of all, before I do that, though, I want to introduce to you
all my secretary of finance, Ron Tillett, who is here with us today.
The secretary came along at my request, so that if there were any
specifics that we needed to address, that he would be here to do
that.

We live during the most prosperous time in our Nation’s history
right now. Working men and women are earning higher wages
than we have ever seen before. Our economy is booming, and it is
nearly inflation-free. And our stock markets are climbing, which
seems to be a ladder of almost endless ascent.

America’s working men and women toiled long and hard to see
this day. Through war, depression, social unrest, they bore the
heaviest and harshest burdens during the toughest times of this
century.

In its proper role, government provides essential services, but
also a framework in which people can pursue their individual goals
to make their version of the American dream a reality. But govern-
ment has become a great burden. While the era of big government
might be over, big government itself remains with us.

The Federal Government now takes more than 20 percent of the
Nation’s earnings. That is the highest proportion since the Amer-
ican people willingly sacrificed their paychecks, and many their
lives, to win World War II. In addition, taxes from all levels of gov-
ernment take 32 percent of the Nation’s income. Taxes now take
away a third of every American’s capacity to define their own lives.
So, clearly, taxes in America are too high.

But I believe there is hope for the overtaxed in America. Record-
breaking economic growth and historically high taxes have boosted
revenues and created State government surpluses, and will in the
future create Federal Government surpluses. Elected leaders now
have a unique opportunity—and I believe an obligation—to reduce
taxes while strengthening essential government services.

By the end of these hearings, you will have heard how four Re-
publican Governors have cut taxes at the State level. Many more
Republican Governors have made tax cuts a priority as well. To-
gether, we are sparking a new type of tax cut movement, one for
all Americans, not just for an elite few; one providing significant
relief while protecting vital government services, and one sparing
economic growth, both in traditional and information age indus-
tries.

Now while campaigning for Governor in 1997, President Clinton
came to Virginia to criticize my no car tax plan. The President
said, “This is really a question about whether Virginians will be
selfish in the moment or selfless for their children in the future.”
This was his comment when he was addressing or opposing my no
car tax plan.
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And I thought about it at the time that he did it, and I thought
to myself, “Selfish for working men and women to want to enjoy
the fruits of their labors rather than forfeiting them to the tax col-
lector? Selfish to think it unfair to annually tax a car, which is a
necessity, so that you really never own it?”

Virginians knew better. They knew taxes were too high, and they
knew that the car tax was wrong.

Last April I signed a personal property tax relief act of 1998, and
it will phaseout the car tax on the first $20,000 of every personal
vehicle’s value by the year 2002. The car tax will annually return
more than $1 billion to Virginia’s working men and women. That
is the largest tax cut in Virginia’s history.

We are also eliminating the State’s share of the sales tax on food.
The food tax takes more from working families of modest means,
when the government should take less. The bigger the family, the
grle;ater the struggle to make ends meet, and the more the food tax
takes.

The legislature recently passed, and I signed, my plan to elimi-
nate the State’s share of the food tax. When fully implemented, the
food tax cut annually will return another $270 million to Virginia’s
working men and women.

Many of Virginia’s working men and women serve in the Armed
Forces. Their commitment to protect America and America’s inter-
est often requires them to spend lengthy amounts of time abroad,
away from their homes and their families. We are proud in Vir-
ginia of our brave military men and women, especially those who
are fighting on the front lines in Kosovo. We are eliminating the
tax on the first $15,000 of military pay, so that they can keep Vir-
ginia as their home.

Tax relief empowers working men and women with financial
freedom. It creates incentives for businesses to grow and to invest,
and to create more and better jobs for their families.

In Virginia we are expanding the number of Enterprise Zones
and cutting industry-specific taxes to make our business environ-
ment more competitive. And we especially want to strengthen our
burgeoning technology industries. Northern Virginia is home to the
greatest concentration of Internet companies and users in the
United States. Global Internet giants, such as America Online,
PSINet, MCI WorldCom’s Division of UUNet, Network Solutions,
and many others are headquartered in Virginia.

I recently signed legislation to cut the sales tax on equipment
used to provide Internet access. This Internet tax cut, coupled with
our comprehensive Internet policy act, will strengthen Virginia’s
leadership role as the Internet capital of the world.

Now I have mentioned just a few of the tax cuts that we have
enacted during the first 500 days of my administration. When all
16 tax cuts are fully implemented, $1.5 billion will be annually re-
turned to Virginia’s working men and women.

Now have we sacrificed our duty to be responsible stewards of
the public good? Of course not. We are increasing our support for
colleges and universities, while making them more affordable by
cutting tuition 20 percent.

We are implementing our nationally acclaimed standards of
learning to list student achievement in kindergarten through the
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12th grade. We are strengthening our transportation infrastructure
throughout the State, and we have cut violent crime to the lowest
level in this decade.

What my administration is doing in Virginia, and other Repub-
lican Governors are doing in their States, the Federal Government
can do in Washington. The Federal Government can both cut taxes
and strengthen vital government services, like Social Security and
national defense. The Republican budget does exactly that.

But sustained tax relief and responsible public stewardship re-
quire discipline. Government must make tough spending choices,
just as working men and women do every day. Government must
weigh every dollar it taxes against the needs of those who are earn-
ing those dollars. Let me say that again: Government must weigh
every dollar it taxes against the needs of those who earned the dol-
lars: the need of a single working mother to pay for daycare, so she
can earn a living; the need of a wage-worker without a pension
plan to save for retirement; the need for an Internet entrepreneur
to save for seed money for a startup.

We can meet the obligations of a secure and humane society
while still empowering people to build better and more independent
lives. And I urge the Congress to follow the lead of Republican Gov-
ernors and pass a budget that balances the need for significant tax
relief with the priorities of responsible public stewardship.

Mr. Chairman, thank you very much, and now I would be happy
to answer any questions.

[The prepared statement of Governor Gilmore follows:]
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Thank you Chairman Burton and members of the committee for the opportunity to speak
with you today.

We live during the most prosperous time in our nation’s history. Working men and
women are earning a higher wage. Our economy is booming nearly inflation-free. And
our stock markets are climbing a ladder of seemingly endless ascent.

America’s working men and women toiled long and hard to see this day. Through war,
depression, and social unrest -- they bore the heaviest and harshest burdens during the
toughest times of this century.

In its proper role, government provides essential services, but also a framework in which
people can pursue their individual goals to make their version of the American dream a
reality. But government also has become a great burden. While the “era of big
government” may be over, big government itself remains with us.

The federal government now takes more than 20 percent of the nation’s earnings — the
highest proportion since the American people willingly sacrificed their paychecks and
many, their lives to win World War IL. In addition, taxes from all levels of government
take 32 percent of the nation’s income. Taxes now take away one-third of every
American’s capacity to define their own lives. Clearly, taxes in America are too high.

But I believe there is hope for the over-taxed in America. Record-breaking economic
growth and historically high taxes have boosted revenues and created state government
surpluses and will create federal government surpluses. Elected leaders now have a
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unique opportunity ... and I believe an obligation ... to reduce taxes while strengthening
essential government services.

By the end of these hearings, you will have heard how four Republican governors have
cut taxes at the state level. Many more Republican governors have made tax cuts a
priority as well. Together we are sparking a new type of tax cut movement -- one for ail
Americans, not just an elite few, one providing significant relief while protecting vital
government services, and one spurring economic growth both in traditional and
Information Age industries.

While campaigning for governor in 1997, President Clinton came to Virginia to criticize
my “No Car Tax” plan. The President said, “This really is a question about whether
Virginians will be selfish in the moment or selfless for their children and their future.”

“Selfish,” I thought, “For working men and women to want to enjoy the fruits of their
labors, rather than forfeiting them to the tax collector ... selfish to think it unfair to
annually tax a car - a necessity. - so that you never really own it?” Virginians knew better
... they knew taxes were too high and the car tax was wrong.

Last April, I signed the Personal Property Tax Relief Act of 1998. It will phase out the
tax on the first twenty thousand dollars of every personal vehicle’s value by 2002. The
car tax cut will annually return more than one billion dollars to Virginia’s working men
and women — the largest tax cut in Virginia’s history.

We also are eliminating the state’s share of the sales tax on food. The food tax takes
more from working families of modest means when the government should take less. The
bigger the family, the greater the struggle to make ends meet, the more the food tax takes.

The legislature recently passed and I signed my plan to eliminate the state’s share of the
food tax. When fully implemented, the food tax cut annually will return another 270
million dollars to Virginia’s working men and women.

Many of Virginia’s working men and women serve in the armed forces. Their
commitment to protect America and American interests often requires them to spend
lengthy amounts of time abroad, away from their homes and families. We are proud, in
Virginia, of our brave military men and women, especially those who are fighting on the
front lines in Kosovo. We are eliminating the tax on the first 15,000 dollars of military
pay so they can keep Virginia as their home..

Tax relief empowers working men and women with financial freedom. It also creates
incentives for businesses to grow, invest, and create more and better jobs for those
families.. In Virginia, we’re expanding the number of enterprise zones and cutting
industry-specific taxes to make our business environment more competitive. We
especially want to strengthen our burgeoning technology industries.

[ 8]
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Northern Virginia is home to the greatest concentration of Internet companies and users
in the nation. And global Internet giants, such as America Online, PSINet,
MCIWorldCom/UUNet, Network Solutions, and many others are headquartered in
Virginia. I recently signed legislation to cut the sales tax on equipment used to provide
Internet access. This Internet tax cut coupled with our comprehensive Internet Policy Act
will strengthen Virginia’s leadership role as the Internet Capital of the World.

I have mentioned only a few of the tax cuts we have enacted during the first five hundred
days of my administration. When all sixteen tax cuts are fully implemented, one and a
half billion dollars will annually be returned to Virginia’s working men and women.

Have we sacrificed our duty to be responsible stewards of the public good? Of course
not. We're increasing our support for colleges and universities while making them more
affordable by cutting tuition 20 percent. We're implementing our nationally acclaimed
Standards of Learning to lift student achievement in Kindergarten through the 12" grade.
We’'re strengthening our transportation infrastructure throughout the state. And we have
cut violent crime to the lowest level this decade.

‘What my administration is doing in Virginia and other Republican governors are doing in
their states, the federal government can do in Washington. The federal government can
both cut taxes and strengthen vital government services like social security and national
defense. The Republican budget does exactly that.

But sustained tax relief and responsible public stewardship require discipline.
Government must make tough spending choices just as working men and women do
everyday. Government must weigh every dollar it taxes against the needs of those who
earned those dollars -- the need of a single working mother to pay for day care so she can
eamn a living; the need of the wage worker without a pension plan to save for retirement;
the need of the Internet entrepreneur to save for seed money for a startup.

We can meet the obligations of a secure and humane society while still empowering
people to build better and more independent lives. I urge the Congress to follow the lead
of Republican governors and pass a budget that balances the need for significant tax relief
with the priorities of responsible public stewardship.

Mr. Chairman, I now would be pleased to answer any questions.
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Mr. BURTON. Thank you, Governor.

You know, we often hear about tax cuts being for the rich or self-
ish, as you noted in your testimony. Could you explain in your ad-
ministration how cutting taxes helps the working poor and the
middle class as well?

Governor GILMORE. Sure. Let me start with a little story. About
2 weeks ago—I guess it was about 2 weeks ago—I was at a very
nice dinner party in Georgetown. It was a lovely place, I must say,
and lovely people, and I thoroughly enjoyed myself. But while I am
at a place like that, I also from time to time like to step out just
very quietly and speak to some of the people who are serving that
night or catering or cooking, or whatever they are doing, because,
you know, I just want to speak to them. So I did.

I just very quietly went off to the side, and I spoke to one of the
waiters. And I just said, “Listen, you all are doing a wonderful job
tonight. Everything is very beautiful. And I just want to congratu-
late you and thank you.”

And then I got ready to move on back to the dinner party, and
the guy says to me, “Governor, I live in Alexandria, right across the
river, and I sure do appreciate you cutting that car tax.”

And the truth of the matter is that I hear that all the time. I
come to Washington from time to time, and I have an opportunity
to be in the Capital and I have a chance to speak to Congressmen
and women, and from time to time I talk to them about the tax
cuts, but really the focus of attention is by the staffers. As I am
escorted into the Congressman’s or the Senator’s offices, it is the
staffers who say, “He’ll see you now, and by the way, thanks for
cutting the car tax.”

The truth is that—there is laughing because they know I speak
the truth—the truth is that, for the well-to-do, the elimination of
a tax like that on people’s automobiles is a symbolic, important
principle that says that government will not take it all, but for peo-
ple in modest circumstances it is materially important as to wheth-
er or not they are able to get a tax refund.

I had one elderly couple—actually, the daughter of an elderly
couple—come to me and say to me that, when their parents got
back $120 on this car tax cut, it made a difference on the quality
of medicine that her parents were able to buy that month. So it
does make a significant difference.

In fact, I think tax relief is primarily a help to the modest and
middle class and those of modest means, because they are the ones
that are trying to climb the ladder of success. The people up there
already have it, but the people who are trying to get some place
need to have as much of their own capital as they can—to buy a
better education for their kids, for their students; to do startup,
and to be able to have some resources. Our experience is that tax
cuts matter most to the people in the middle class and those people
who are in need.

Mr. BURTON. Let me ask you, your overall economy, has it bene-
fited from the tax cuts, in your opinion, and if so, how has it bene-
fited?

Governor GILMORE. Well, first, let me speak to you about the Vir-
ginia economy. We are a rocketing economy, I must say. We think,
I think, traditionally, would hope to see an economy in a State or
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in the United States, or in even some countries, where they are
mature or growing economies, an increase of revenues in 3 or 4
percent, perhaps 5 or 6 in a strong economy. Virginia’s revenues
are growing at nearly 11 percent.

Mr. BURTON. Eleven percent?

Governor GILMORE. Almost 11, about 10.5, in, again, our growth
of revenues.

Mr. BURTON. And, finally, based upon your experience in Vir-
ginia, do you think that tax cuts at the Federal level would stimu-
late economic growth and more revenues coming to the Treasury?

Governor GILMORE. Yes, we believe it would stimulate—we be-
lieve it will stimulate the economy of Virginia, as people expend
the cash in order to increase the quality of their lives, and we are
convinced that it would stimulate the economy at the Federal level
as well.

But, you know, Mr. Chairman, the heart of this is, less that, we
believe that if we produce jobs and we have a pro-growth economy
in Virginia, and we produce jobs as we are, and they are good-pay-
ing jobs, that the revenues are going to be coming in. And then you
have to make a separate question altogether, and this is, what is
right and just and humane for the individual citizens? And that
means that we are doing it to materially help people, and that a
portion of these kinds of revenues ought to be returned or never
taken in the first place.

I cannot resist making an analogy. You know, we are doing ev-
erything we can do at the State level, and the other States are as
well. And I think that we are succeeding, and we are doing very,
very well. But the money is here. The Federal Government has the
money. And this is where you can really help people, if you can re-
duce the Federal taxes.

I was stunned the other day to see that the last time that we
had this level of taxation in the United States was in the height
of the Second World War, when people were willing to make sac-
rifices out of a sense of survival. In a battle with the Japanese and
the Germans, the people of the United States were prepared to sur-
render over 20 percent of their income to the Federal Government.

Not only are we not in a life-threatening war right now, although
we are in two wars, but we are not in a life-threatening war, the
cold war is even over. And, yet, we are at this point once again over
20 percent.

Now let me just mention something. We have two funds in Vir-
ginia, an earmarked fund called the non-general fund and then the
general fund, which is a discretionary pot of money that we use for
all the programs through the legislation. When we implement all
of this, we will be cutting taxes in Virginia about 10 percent of the
general fund.

I asked a little while ago, if the Federal Government were to fol-
low Virginia’s lead and cut revenues 10 percent, how much would
it be? I don’t think I know. How much would it be if we were to
cut the Federal Government 10 percent, as we are doing quite suc-
cessfully in Virginia? How much would it be? I think the counsel
thought, or someone thought, that it might be $1.6 trillion. It is an
enormous amount of money. If we can do it in Virginia, the Federal
Government can certainly do it.
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Mr. BURTON. I think that is a great challenge, and we will com-
mit that recommendation to some of our colleagues.

Let me end my questioning by just saying or asking, how many
administrations in the past 30 or 40 years have cut taxes in Vir-
ginia, and are you one of the first?

Governor GILMORE. We are the first. The previous Republican
administration attempted a tax cut, but it was beaten back. Gov-
ernor Wilder, before that, actually got through a tax cut, I think,
on nonprescription drugs, but it was never funded. It was funded
at the end of the last Republican administration, but it was mod-
est. The first major initiative on tax cuts has been in this adminis-
tration. It has been very difficult to do. There is no tradition of tax
cuts in Virginia—none. So we are doing it now.

Mr. BURTON. Well, you are to be congratulated.

And, with that, I will yield back my time, and I guess we will
go to Chairman Gilman.

Governor GILMORE. Thank you, Mr. Chairman.

Mr. GILMAN. Thank you, Mr. Chairman. I want to thank you for
conducting this interesting series of discussions with our leading
Governors.

Governor Gilmore, I appreciated seeing all the good things you
have done in your State. If you had the choice of reducing a Fed-
eral tax, one Federal tax, which would you consider to be the most
important that you would recommend?

Governor GILMORE. My thinking at this point is that I would
avoid a targeted tax at the Federal level, and, instead, do an
across-the-board tax cut. You can debate which or how much or in
what manner, but I think that I would be hesitant to go and pick
one tax at the Federal level, you see, because that doesn’t sustain
the Federal problem; that doesn’t address the Federal problem.

The Federal problem is that taxes across the board are too high
at the Federal level. When you add, of course, all taxes that are
coming out, the FICA, and then put the rest of the income tax with
it, it is just enormous. The income tax alone is at 20 percent. And
I don’t think you can reasonably reduce the 20 percent by going to
any particular targeted tax cut at the Federal level.

We were able to do it in Virginia because we are a relatively low-
tax State, and we wanted to address that which was hurting people
the very most. I think what is hurting people the most in this coun-
try today is these high tax rates that are at the Federal level, Con-
gressman Gilman.

Mr. GILMAN. You have a sales tax in Virginia, do you not?

Governor GILMORE. Yes, sir, we do.

Mr. GILMAN. And what is its percentage?

Governor GILMORE. The percentage of the sales tax in Virginia
is 4.5 percent.

Mr. GiLMAN. How do you feel about a national sales tax that has
been suggested in place of some other taxes?

Governor GILMORE. No, I don’t think adding taxes or trading
them off is the answer. I think that trying to mix and trying to
substitute one tax for another is probably not a good approach, and
I would not propose a national sales tax at all. To the contrary, the
objective here, I think, is to cut taxes, and I think cutting the in-
come tax rates is the right answer.
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Mr. GILMAN. And how do you feel about a flat tax that has been
proposed?

Governor HUCKABEE. Well, I think that it is one offered reform
that ought to be considered among the other proposals that are out
there. I certainly have not embraced that concept yet, but I think
that it has to be considered among all the other proposals.

But the objective of the exercise here—that, of course, is a way
of maybe changing the mix in terms of the type of tax burden that
is before us, but the objective here should always be to reduce the
burden of taxes to the greatest extent possible.

And I want to point out that the reason for it cannot be lost. It
is to give people the opportunity to empower themselves, to im-
prove their lives. We all understand that capital is what makes the
world go around. It is the ability to define not only a person’s qual-
ity of life, but the opportunity to get themselves a leg up and be
independent. We should be striving for all Americans to be inde-
pendent of the government.

Mr. GiLMAN. Well, I want to thank you again, Governor, for com-
ing before our committee and for your great thoughts on what you
did with your tax structure. I think we will benefit from it. Thank
you, Governor.

Governor GILMORE. Thank you, Congressman Gilman.

Mr. BURTON. Thank you, Chairman Gilman. Mrs. Morella.

Mrs. MORELLA. It is a great pleasure to have you before us, Gov-
ernor Gilmore. I have got great admiration for you, and I know we
have worked together across the river on mutual concerns.

I guess I would like to ask you that: Do you work with the Gov-
ernor of Maryland, and how do you interface with the District of
Columbia? And would you make any suggestions about how rela-
tionships could be improved or enhanced?

Governor GILMORE. Your question was, do I work with the Gov-
ernor of Maryland? Yes. It is strictly business, but we do have, I
think, the ability to work together when we think that it is of mu-
tual benefit to the people of Maryland and the people of Virginia.
We have worked together, I must say, on our efforts to build the
Woodrow Wilson Bridge, the Federal bridge, which is going to be
in the river very soon now. We are working together to try to
achieve that, and he and I have worked together on some areas in
the environment as well.

With respect to the new Mayor of Washington, DC, I met him for
the first time the other night, coincidentally, by the way, at that
very same dinner party that I made reference to earlier. And I am
confident that we are going to be able to find ways to work together
to help the people of this community.

I must tell you, however, that my aspiration in life is to draw the
Commonwealth of Virginia together as one unified State. It is a
very difficult thing to do because we are so very big and so very
diverse, but particularly so very big. When you get out to Lee
County, where I happen to have been several days ago, you are
west of Detroit, MI. So you have to think about how big this State
is.

So, in consequence, to come to the point, northern Virginia
should be a wonderful partner with Maryland and with Wash-
ington, DC, and I aspire to that. But they are not part of a region.
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They are part of Virginia, and we are working very hard to make
sure that we include them intimately and carefully in everything
that we are doing in the State, but I believe that Virginia, Mary-
land, and the District can work together in a variety of ways. For
example, an Olympic bid, I suspect we are going to be working to-
gether on that as well.

Mrs. MORELLA. You made a lot of accomplishments with regard
to education, particularly higher education. I must say I think you
have got some quite good programs in terms of job training pro-
grams. Would you like to comment on any of those? And high tech-
nology? Some of those things, I think, can be regional. I mean, we
can work together in terms of doing some of the training. I won-
dered if you might want to explain some of the achievements in
terms of higher education particularly, or even secondary edu-
cation, because I think that is so much a part of this work force
that you talk about, and it is so much a part of the growth and
development.

Governor GILMORE. We are very proud of our higher education
system in Virginia. It contains landmark universities such as, for
example, the University of Virginia, Virginia Tech, and William
and Mary—national quality universities.

Mrs. MORELLA. One of my sons went to Washington and Lee.

Governor GILMORE. Oh, Washington and Lee, one of our excellent
private schools that we have in Virginia as well, of which we have
a large number.

So higher education in Virginia is a great value, and we have
been very successful. I am emphasizing right now the importance
of the recognition that Virginia has a higher education policy, and
that is to make higher education a high value and very accessible
to the young men and women of Virginia. As such, we need to re-
member that our colleges and universities are a part of the public
policy of Virginia, which places a very high importance on higher
education. Therefore, they must be accountable to the people of Vir-
ginia, through their government, in order to effectuate that. Our
quality must be maintained, and, in fact, it must accelerate. I be-
lieve that it will.

And then, of course, with respect to affordability, I have been
very concerned, once again, by just regular folks out there that
want to send their kids to college. That is what our public colleges
and universities are for. They are for our young people in the State
to make sure they get an education. Such accessibility is very im-
portant.

Therefore, I have cut tuitions in the State, through the legisla-
ture this past session, 20 percent across the board. The colleges,
however, are not suffering a 20 percent loss of revenue. We are tak-
ing our money at the State level and committing it to higher edu-
cation, so they made up that 20 percent. But, in the meanwhile,
the parents and the young people or students are going to benefit
from that 20 percent cut, and that will attract more and more peo-
ple to the schools.

Why is that? It is important to do because it is going to help our
work force, and particularly people in sophisticated engineering
and technology areas, which are so important to Virginia today.



93

And in addition to that, in K through 12, we have wonderful
standards of learning. I just was able, also, to get through our gen-
eral assembly an aid to localities by taking our lottery money and
returning it back to the localities in its entirety for education.

So education is a top priority for us in Virginia. Our work force,
through our community colleges and through all these programs, is
going to, I believe, fuel the sophisticated technology economy we
have. What result? Greater revenues, greater opportunities for
quality of life. And then when the time comes to set priorities, I
believe tax cuts are just as important a priority as anything else,
maybe more important—other than national security, maybe more
important—because it gives the opportunity to genuinely extend
the quality of life back to working men and women.

Mrs. MORELLA. Tomorrow the District of Columbia Subcommittee
is probably going to be marking up the bill that Mr. Davis has in-
troduced, and I am a co-sponsor, dealing with tuition benefits in
other schools, in State schools, that would be paid for by the Dis-
trict of Columbia. I am just curious about your reaction to that.

Governor GILMORE. Is this a bill to extend some tuition benefits
to young people within the District for District of Columbia

Mrs. MORELLA. Right. They would then pay the in-state tuition.

Governor GILMORE. I think it would mirror the high priority that
we place in Virginia on public education and making sure young
people have accessibility to it. It would mirror the 20 percent tui-
tion cut that we have done in Virginia. It is just a different format.
And I would encourage it.

Mrs. MORELLA. Thank you. Thank you again for appearing before
us. We look forward to continuing to work with you. Thank you.

Governor GILMORE. Thank you, Congresswoman Morella.

Mr. BURTON. Mr. Davis.

Mr. DAVIS OF VIRGINIA. Thank you.

Governor, let me ask a question. I was also surprised when I
heard the President talk about tax cuts being selfish. He almost re-
peated the same thing this year up in Buffalo, NY, where he said
we have a surplus and we could give it to the people and let
them—*“let you spend, and hope you spend it the right way.” And
that is why he likes the targeted tax cuts, which means that if you
spend the money the way the government wants you to, they will
give you a tax cut, but if you use your—if your view of your prior-
ities is different from the ones government has for you, you don’t
get it. That would kind of be the prevailing philosophy.

But I wonder if you could talk to us about what this means to
businesses, being competitive in the State of Virginia, as they get
money back, and what it means to individual families in terms of
being attracted to an area, and how that helps an economy grow.

Governor GILMORE. First of all, I am prompted by your question
to respond directly to you: Once again, the great value that we are
trying to achieve here is the freedom of people. Virginians think
about this very much. It is the freedom of people, the enabling of
people. What business is it of ours how they spend their money?
It isn’t our business. It is their money. They should contribute it
to the National Government to the extent that it is necessary in
order to carry out the essential parts of government that are nec-
essary for all of us, but, beyond that, this is precious revenue which
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is necessary for them to be free people. If you tax everything that
everybody has, then they are not free anymore; they have to decide
how they are going to live based upon how the government makes
those definitions, just as you point out, Congressman Davis.

So this is about liberating and freeing people. It is a great philo-
sophical goal and objective that we have. And you may think, gee,
we would never tax at all the way that they did in the Soviet
Union or something like that, but we are taking 32 percent—32
percent. We just manage to do it in a way that people don’t always
notice. And we are living in wonderful times, so that people can in-
crease their revenues in a way where they just don’t notice how
much money they are spending. But the question really to ask is:
What more could they do for their children? What better home
could they buy? Could they have an improved quality of life? So it
is really about the freedom of people.

The second part of your question was a practical one with respect
to the attraction of business. It is true that we have in our State
a pro-tax cut and pro-business philosophy, not because we think
that it is better to help the rich or anything like that. It is because
we believe that it is the ability to provide more and better quality
jobs for people, so that individuals can be working successfully and
self-actualizing through their careers.

We are doing that, particularly in your community, Congressman
Davis, in northern Virginia fairly well. We are bringing in more
jobs every day, more sophisticated work, and it is, in fact, the in-
come tax which is driving the revenues of Virginia, and driving it
very well. But we are in a position now to continue to in a meas-
ured way return money back to businesses and to the people of Vir-
ginia.

A couple of technical matters: We did some additional reforms
this year that I am very proud of. We are increasing Enterprise
Zones, which gives tax breaks to people in specific areas, particu-
larly places where we need to employ people.

We just did an exemption on the sales tax on Internet equip-
ment, communications equipment, which makes us one of the most
attractive States in America for the development and establish-
rrient of Internet companies. And these are just a couple of exam-
ples.

We believe we can do this, and the result is going to be better
jobs. I think the proof is in the record. We are doing, I think, very
aggressive development work in Virginia. As a result, the revenues
are phenomenal really.

Mr. DAVIS OF VIRGINIA. So you believe there is a tie between in-
creased business activity, which produces more revenues, and al-
lowing those businesses to keep more of what they earn?

Governor GILMORE. Yes, indeed, because it is capital that they
have that they don’t have to then borrow. But the goal, again, is
not to enrichen the companies. The goal is to create jobs and great-
er opportunities and economic opportunity, which is to the benefit
of the people.

Mr. DAVIS OF VIRGINIA. Exactly.

If we were to hit a recession right now, a shorter period—I know
you were careful in putting the tax cut together originally to say
this was going to be dependent on economic growth; that you
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weren’t trying to slash the school budget to pieces or anything else
to do this that you would have to retract.

What is the outlook now for the Virginia economy over, let’s say,
the next couple of years?

Governor GILMORE. Well, there is no evidence of any type of
downturn in Virginia that would be unseparated from a national
downturn. I think it is clear that, if there is a national downturn,
we would have one in Virginia as well. There is no evidence of it
that we can foresee on the horizon. But even if there was, we are
confident that we are in a position to continue to provide the essen-
tial services that we ought to provide.

But I want to make one more point that sometimes I think that
some members, some individuals in the committee have not fully
grasped, and that is that the return of tax money back to the peo-
ple as an independent value of itself, to improve the quality of life
of people and their liberties and freedoms, itself is a value on the
table, and it should not be first off the table in the case of a down-
turn. Instead, we should be demanding in our management to
make sure that we select our priorities well and we run our govern-
ment in the proper way. But that doesn’t mean that the taxpayer
is the first one to be thrown overboard.

Mr. DAvis OF VIRGINIA. Well, I appreciate your taking the time
to be with us here today. I think your message, when this was first
announced, there was kind of—everybody was scratching their
heads; the pundits weren’t sure what to do with it; the papers ridi-
culed it. You stayed on message, and now you are following
through. I think you have made believers out of a lot of people who
a couple of years ago weren’t sure where all this could—Virginia’s
economy I think is just a great example of how these work. So
thank you very much.

Governor GILMORE. Thank you, Congressman Davis.

Mr. BURTON. Mr. Ose.

Mr. Ost. Thank you, Mr. Chairman.

Governor, thank you for being here today. When I have the op-
portunity to visit with folks like yourself, who have a long history
in elected office, who take the time to come visit, I always learn
something, and I appreciate that.

My background is real estate development, which is tied to local
land use. I see across the river here a remarkable degree of enter-
p}ll"ise and creativity, and I give you and your colleagues credit for
that.

One of the things I am concerned about remains the tendency of
some here in Washington to, in effect, push or grab decisionmaking
that ought to be left to local entities and aggregate it to Wash-
ington. I am somewhat amused by what appears to be the Vice
President’s campaign for mayor in terms of land use decisions and
traffic questions, and something like that. And the consequences
that it has at the local level from a tax-level perspective—in other
words, if all that power is aggregated for land use decisions and in-
frastructure improvements for sewers, and what have you, to a
mayor that sits at 1600 Pennsylvania, together with the taxing
ability to impose the cost and the benefits, what is the con-
sequence, for instance, across the river in the balance of your
State?
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Governor GILMORE. Let me say two thoughts. First, we care very
much about the quality of life in the localities in Virginia. We
never forget for a moment what is going on in Arlington or in Alex-
andria, or especially in Fairfax. We just never forget that. And so
our policy on the spending side, if you will, is to devote more and
more money back to the localities for their essential needs.

The lottery money in Virginia this year has passed through the
legislature, on my initiative, to be returned to the localities for edu-
cation, K-12 education, entirely. In addition, old commitments to
return money back to support local law enforcement, we are keep-
ing those promises now, and we are sending that back as well. So
we care very much about how our policies impact upon the locality.

I think you asked the question, what consequence is there in
much of these decisions that we make on localities? Well, you
know, it could be the loss of just individual liberty to choose how
people are going to live. If we make a concept in Washington, or
even in Richmond, that we know how people ought to live, you
could begin to deny some choices for people to own their own homes
or to have their own cars or to define their own lives, and I am
never in favor of that.

Mr. OskE. Looking at your résumé, you were a county Common-
wealth attorney. So you have vast experience at the local level,
having served there for 6 or 7 years.

Governor GILMORE. I do, although that is a prosecutor’s office.

Mr. OSE. You are still dealing with the consequence at the local
level?

Governor GILMORE. Every day.

Mr. OsE. And I just cannot hammer home or re-emphasize your
point about local people making local decisions for the local ben-
efit—I mean the consequence of that. I want to encourage you to
continue on. Frankly, I am trying to keep myself from delving into
local land use matters because, I have got to tell you, I have plenty
of opportunity; I just don’t need to do it. I have enough problems,
as a Congressman, considering Social Security or Kosovo or trade,
or what have you. I don’t need to be mayor also.

I very much appreciate your respect for that, and I thank you for
coming today.

Governor GILMORE. Thank you, Congressman.

Mr. BURTON. Thank you, Mr. Ose.

Well, Governor, we really appreciate you taking time out of your
busy schedule to be with us. You are my quasi-Governor since I
live near Old Town Alexandria, and I am very proud of what you
have done. Like I said, I knew when you said you were going to
cut that car tax you were going to win that election. I was one of
those fellows that looked into the crystal ball way ahead of time,
and I don’t care what the pundits said; you were right on target.

Thank you again for being here, and thank you for sending Mr.
Davis, your old college buddy, to be a Congressman here. He has
done a great job.

Governor GILMORE. We think so, too. Thank you, Mr. Chairman.

Mr. BUrRTON. Thank you, Governor.

We stand adjourned.

[Whereupon, at 4 p.m., the committee was adjourned.]
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Mr. BURTON. Good morning, a quorum being present, the Com-
mittee on Government Reform will come to order. And I ask unani-
mous consent that all Members and witnesses opening statements
be included in the record. And without objection, so ordered.

Good morning. How are you? We have the Honorable Rick Lazio
here with the Governor. Today we are to going to hear from Gov-
ernor Pataki of New York. Governor Pataki inherited a legacy of
high taxes and out-of-control spending. Since his election in 1994,
he has sought to bring fiscal responsibility to the government in Al-
bany and was soundly affirmed by his reelection in 1998.

Governor Pataki’s record of tax reform is nothing short of re-
markable. He has cut income taxes by 25 percent, for a savings to
the taxpayer of $3 billion. And in 1996, he worked to repeal school
taxes, farm taxes, the death tax, and the 10 percent real estate
transfer-gains tax, otherwise known as the Cuomo tax. It is inter-
esting to note that with all of these tax cuts, the New York econ-
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omy has generated more income tax revenue than it ever did under
the previous Governor.

I see that Mr. Waxman is not here. Do any of my colleagues have
any kind of opening remarks they would like to make on the Demo-
cratic side? Mr. Towns.

Mr. TownNs. Thank you very much, Mr. Chairman. Let me say
that I am delighted to see my Governor here and, of course, though
more than cutting taxes, I think the thing that has happened is the
fact that he has increased tourism in the State of New York which
has also lead to additional income and revenue. And I think that
is the thing that should be highlighted. You know, if you have
other things going and then you can produce revenue, then you can
look at taxes, I think that the Governor has done that.

And I would like to salute him for that, of course, in terms of
bringing additional folks in to our State, spend more money. And
I think that is the key. So, Governor, delighted to see you and
happy that you are here. And to say that you know when you talk
about cutting taxes, you didn’t just look at it in one way, you
looked at it from a comprehensive approach. And I think that is the
thing that makes sense to me.

Governor PATAKI. Thank you.

Mr. Towns. Glad to see you.

Mr. BURTON. Thank you, Mr. Towns. Do any other Members
have opening statements they would like to make? Mr. Shays.

Mr. SHAYS. Just very briefly. Governor, it is great to have you
here. I love what you have done for the city of New York, which
is a place where a lot of my constituents work. You have done a
tremendous job, and Connecticut is a better place because of what
you have done for New York.

Governor PATAKI. Thank you.

Mr. BURTON. Any other comments? If not, the Honorable Mr.
McHugh of New York who is one of my subcommittee chairman
and a very fine representative in the Congress of the United States
from New York will introduce the gentleman who is going to intro-
duce the Governor.

Mr. McHUGH. Thank you for the chance, Mr. Chairman. Thank
you, sir. Let me, first of all, Mr. Chairman, thank you for the con-
tinuation of these very timely and very important hearings. It is
no secret to the vast majority of Americans that this is the beloved
tax day. Like millions and millions of citizens of this great Nation,
I was trying to finish up my taxes last evening.

And, in fact, in my case, it was my State. I can tell you from per-
sonal experience that, thanks to the efforts of our honored guest
here today, I still had to pay, but I had to pay significantly less.
Governor, I thank you for that savings and for the savings on my
aspirin budget that your hard work has accrued to me personally.

It is, as you noted, Mr. Chairman, my honor today to introduce
a gentleman who is accompanying the Governor at the front table.
New York is, if nothing else, a highly diversified and varied State.
Sometimes we tend to divide ourselves geographically and to differ
on things not depending, not so much on our partisan politics, but
on our location. But I can tell you that more often than not, we
have a delegation in this city and in this Congress that works to-
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gether incredibly well and works across varying lines of interest, be
they geographical or otherwise.

I think that is particularly true with my friend Rick Lazio. Rick
has done an extraordinary job, not just as a Member of this House
and this Body, but in his duties now as deputy majority leader. He
is the individual to whom all of us look, Democrat and Republican
alike, to provide access to our leadership, to ensure that the needs
of New York and our views and concerns are heard and felt.

But even more to the point, in his service as chairman of the
Housing and Urban Development Subcommittee, where he has
done a tremendously effective job fighting for adequate affordable
and safe housing for every New York State resident, be they from
Massena or Montauk or somewhere in between. So it is a delight
to see him somewhere other than in my district, where he has been
spending a considerable amount of time in recent weeks and days.
As he examines his future I feel very confident that, whatever path
he chooses, it will be highly successful.

So with that, Mr. Chairman, I appreciate the honor of intro-
ducing my friend, our colleague, Congressman Rick Lazio. Rick.

Mr. BURTON. Mr. Lazio.

Mr. LAzio. Thank you, Mr. Chairman. Thank you very much,
John, for those very generous remarks. And, Mr. Chairman, and
my colleagues on both sides of the aisle, how pleased I am to see
you here. Great vantage point to be down here looking at you to
be recognized. T.S. Sullivan wrote, April is the cruelest month. As
some people say it was because of his reflection on childhood indis-
cretions, about unpredictability of this month in terms of its weath-
er, but I think it was just because he failed to pay his estimated
quarterly taxes. And so today is a great day to be hearing from one
of the Nation’s premiere tax cutters.

He is a perfect choice to talk about tax reduction at the State
level. Governor Pataki has received numerous awards for his focus
on economic strength and recovery through a fairer tax system
from New York’s people and for its businesses. Governor Pataki, as
the chairman has noted, has cut personal income taxes for New
Yorkers by 25 percent. You may want to look at the burden of high
property taxes.

Under the previous administration, New Yorkers, particularly
senior citizens, were losing their homes because they couldn’t af-
ford to pay their property taxes. Governor George Pataki has
slashed property taxes an average of 27 percent and a staggering
45 percent for New York seniors.

Now, tax reform may sound like a dry, dull subject; but when
you meet an older person who has been able to stay in the home
they love as a result of the Governor’s reforms, you will agree that
taxes are truly a quality of life issue.

And as a clear sign of the Governor’s intention to New York’s
economy of the future, New York became the first State to declare
the Internet a tax-free zone. Governor Pataki has cut taxes 36
times in his first 4 years in office, more than any other Governor
in the Nation, saving New York taxpayers and businesses $19 bil-
lion so far. In fact, in 1996, he cut taxes more than all other States
combined.
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The Governor’s tax cuts are reinvigorating what was once the
most—strongest and diversified economy in the Nation and helping
bring back to our State and our citizens and the jobs and the opti-
mism that bring building strong communities and better lives. We
in Washington should take this example to heart.

I am honored to introduce the great Governor of the State of New
York, he is my friend, and my colleague, Governor George Pataki.

Mr. BURTON. Governor, welcome, and a basketball fan.

STATEMENT OF GEORGE A. PATAKI, GOVERNOR, STATE OF
NEW YORK

Governor PATAKI. And a basketball fan.

Mr. BURTON. New York Knicks fan.

Governor PATAKI. Absolutely. Chairman Burton, thank you, and
I appreciate the opportunity to testify before this committee this
morning. Let me thank Congressman Lazio for that terrific intro-
duction and for the great job he does for the people of this State.
And I also want to acknowledge and thank Congressman Shays for
his kind words. While Connecticut and New Jersey and New York
occasionally compete, we all know that if we adopt the right poli-
cies, ultimately all of our States will be stronger.

And, Congressman McHugh, I thank you for the tremendous job
you have done first in the State legislature and now down here
helping us in Washington. And, Congressman Towns, thank you for
your kind words. I very much appreciate it.

As Congressman McHugh noted, we are one State, and we have
tried to take a comprehensive approach not just to the issue of
taxes, but to the future of this State. And I know you are con-
cerned, whether it is central Brooklyn or the central Adirondacks
ti)’1 make sure this State is stronger; and we are better because of
that.

Chairman, if I may, I have some testimony, and let me say I am
pleased to be offering it on April 15. This is, as everybody referred
to, tax day. It should be tax freedom day, but it is not because for
the average American family, they have to work into May before
they are finished paying simply their tax obligation. I think that
is wrong. And we have tried very hard in New York State to cor-
rect that.

For me and for many Republican Governors across this great
country, we have been doing hard work in the area of taxes—
Governer Bush, Governor Engler, Governor Whitman, Governor
Huckabee, Governor Gilmore, and many others—this is more than
just an issue of economics. For us, cutting taxes is a matter of ful-
filling government’s fundamental obligation to the people.

It all comes down to one simple question. Whose money is it any-
way? In State capitols across our country, Governors are declaring
without hesitation that the people’s hard fought earnings belong to
the people and not to the government. I am proud to be able to tell
you that in no State has this basic fact of life been declared more
clearly and more emphatically than in New York State.

I know it may come as a shock to you given New York’s history
and particularly its reputation under my predecessor, but it is true.
In the 4 years since I have taken office, New York has cut taxes
more than any other State. We have cut taxes 36 times, returning



101

$19 billion to the taxpayers, that is $19 billion to the taxpayers so
far. And when all of the tax cuts on the books take full effect, that
number will grow to over $52 billion.

Our tax cutting has sparked a new direction in New York State.
We were once a State in crisis. Now our largest business organiza-
tion calls us “the comeback State.” I mean, New York State has
gotten so much better than before, that even the First Lady of
America is thinking of moving to New York State. What better tes-
tament to the success of our policies?

But perhaps there is no greater evidence of the profound turn-
around in New York than the fact that the Governor of the place
that once led the Nation in raising taxes is here today talking to
Congress about how to cut taxes. As they used to say in Brooklyn,
“Who would’a thunk it?” Congressman Towns knows that is correct
Brooklynese.

Before I talk more specifically about what we have done with
taxes in New York, I want to address the broader issue of freedom,
because I don’t think you can separate the two. If ever there were
two things that had an inverse relationship, it is taxes and free-
dom. The more you have of one, it is necessarily so that you must
have less of the other.

The more money a person has seized from them by government,
the less freedom that person has to do what he or she wants with
that money. It could not be any simpler.

Now many Americans have come to accept taxation as a nec-
essary evil. They accept the fact that they have to surrender some
of their earnings and, consequently, a degree of their financial free-
dom to sustain our government. The point I would like to make
today is that excessive taxation does more than infringe on people’s
financial freedom. It drives up spending, and creates a bigger and
more intrusive government that inevitably infringes on other free-
doms as well.

By nature, as we in government all know, government has an in-
satiable appetite, an inherent desire to grow. When politicians
raise taxes beyond what is necessary to fulfill government’s legiti-
mate function, they feed that growth and produce not just a bigger
government, but a costlier government that becomes a destructive
force in people’s lives. It created a destructive cycle of high taxes,
perpetuating more bureaucracy and more spending, which in turn
perpetuated more taxes and less economic freedom for the people
who pay those taxes.

But the cycle doesn’t end there. Excess bureaucracy created by
overtaxation produces, not just more spending and further en-
croachments on people’s economic freedom, but new limits on other
freedoms. Because bureaucrats without a legitimate function have
to justify their existence by creating an ostensible function.

In New York, bureaucrats justify their existence by generating
scores of new rules and regulations, and government would use
those regulations to assert itself over the people in every aspect of
their daily lives.

Most of the regulations, however, were aimed at businesses, put-
ting the men and women who create jobs under the close super-
vision of a government that sought to dictate their every move. It
doesn’t work. What you had in New York was an endless cycle of
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high taxes leading to big bureaucracies and more regulations which
led to higher taxes and bigger bureaucracies and even more regula-
tions. This went on for more than a decade, and the results were
devastating.

Let me just paint a picture of New York in 1994 for you. And
bear with me, because as dismal as it seems, the story has a happy
ending. And I might point out that in the end of 1994, we were 3
years into a national economic expansion following the earlier re-
cession.

When I took office in January 1995, New York was in crisis. The
State government was too big, too bossy, too expensive. It faced a
budget deficit totaling a record $5 billion, a $5 billion deficit, a def-
icit larger than the budgets of 31 other States. The promise of tax
relief had turned into a cruel hoax.

Our welfare roles were bursting, and jobs were on the run. The
biggest taxes, income taxes, property taxes and school taxes, were
all rising every year at an alarming rate. But there were other
taxes as well, the sales tax, the estate tax, hidden taxes on goods
and services, and scores of taxes that were imposed on businesses
and paid by consumers.

All of those taxes served one purpose and one purpose only, to
drive up spending and feed a government that was out of touch,
and out of control. And that destructive cycle of taxes, more bu-
reaucracy, more spending, more taxes, and less freedom was in full
throttle.

As government got more, families got less. As bureaucracies
thrived, business suffered. Taxes were literally destroying the
greatest State in America.

Together with our allies in the State legislature, we confronted
that crisis. From our first day, we held to a fundamental covenant
that says, at all times and without exception, respect the people
and let them lead the way toward real progress. And in a State
where the guiding principle is respect for the people, big govern-
ment and big government taxation simply does not compute; that
is why, in New York, we have embarked on the most ambitious
campaign of tax cutting in the State’s history. It is working.

In fact, our philosophy is working so well, that it has created a
new challenge for us. In that first year, 1995, we had to manage
crisis. In 1999, our challenge in New York is to manage prosperity.
Today, taxes aren’t going up every year as they have been; they are
going down by record amounts.

Private-sector jobs aren’t going down as they did in the 1990’s
when the rest of the country was creating millions of new jobs, and
New York lost 400,000 more. They are going up and jobs are now
at the highest level ever in New York State history.

But economic revitalization has been the key to solving one of
New York’s most serious problems. When I took office, 1 out of
every 11 New Yorkers was on welfare. Think about it; 1 out of 11
residents of our State, my State, and 1 out of every 7 residents in
New York City was trapped on welfare. But today the welfare roles
are shrinking every day, and people are finding the freedom that
comes with work. Welfare roles are down by 653,000 people since
January 1995.
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And they have fallen below the 1 million mark for the first time
since December 1967. And, Mr. Chairman, let me thank you and
your colleagues in Congress for passing the welfare reform legisla-
tion that gave the States the ability to tailor our programs to meet
the needs of our particular States. It is one of the major reasons
we have had this tremendous success.

Families are buying new homes and refinancing their old ones,
which says they are planning to stay in New York and build their
future there. It is hard to think of a tax we haven’t cut. We began
by cutting income taxes. Today—the vast majority of New Yorkers
pay 25 percent less on income taxes than they did in 1994.

We are cutting income taxes, business taxes, and school property
taxes. Taxes are being cut for small business people, family farm-
ers, senior citizens, working families, and retired couples. We are
cutting taxes on entrepreneurs trying to start businesses, busi-
nesses trying to grow jobs, and on people trying to find work.

We are cutting taxes for families who are both buying clothes for
their children and saving for their college education. Across the
board and in every conceivable category, taxes are falling in ways
some thought were impossible.

When we first proposed cutting income taxes 25 percent, there
were some who swore we could never actually do it. But we did,
and it is saving New Yorkers $5 billion every year and helping re-
vitalize our economy.

There was once a time when New York was one of only a handful
of States that imposed its own estate taxes on estates. But this
year New York’s added-tax on death finally dies along with the
added-gift tax.

Once upon a time, we not only had one of the highest corporate
income tax rates in the Nation, but we had a 15 percent surcharge
on top of that. We got rid of the surcharge, and this year the cor-
porate income tax rate starts coming down too. When all is said
and done, New York’s corporate tax rate will be at its lowest rate
since 1970.

There is more. We cut the corporate franchise tax, the gross re-
ceipts tax, the real property transfer tax, the tax on motor fuel, the
container tax, and the tax on beer. We cut bank taxes, insurance
taxes, and the petroleum business tax. And we cut the tax that had
the dubious honor of being named after my predecessor the so-
called “Cuomo tax.” That was a transfer tax of 10 percent on all
real estate transactions over $1 million, a true job killer that was
wreaking havoc on New York’s real estate investment industry.

When Governor Cuomo signed it into law, he called it the perfect
tax. As it turned out, he was half right. It was the perfect tax for
New dJersey or Connecticut, for Georgia or North Carolina, but it
was a disaster for New York State.

In 1997, we did something else unprecedented. We signed a law
called the STAR Program, that cut school property taxes for every
homeowner in New York for the first time in New York State his-
tory. This truly is remarkable, because New York—and in New
York, the State doesn’t even levy school taxes, the localities do, and
so essentially the State is cutting taxes we don’t even impose, and
reimbursing local governments for the lost revenue.
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And the reason we can afford to do that is because we have re-
duced the size and costs of government so dramatically. As Con-
gressman Lazio pointed out, our STAR Program is cutting school
taxes by 27 percent on average and seniors are seeing now a cut
of more than 45 percent in their school taxes, and in 10 of New
York’s 62 counties the average senior citizen now pays no school
taxes at all.

In 1996, we not only lead the Nation in cutting taxes, we cut
taxes by more than the other 49 States combined. And in 1997, we
cut taxes by more than Texas, California and Illinois combined.
New York’s Public Policy Institute, a pro-growth think tank, cal-
culated all of our tax cuts and then considered what they would
mean here on the Federal level. They said that if equivalent tax
cuts were done nationally, Americans would save over $300 billion.

We have had great progress in New York, but there is much
more to do. This year I proposed another billion dollars in tax cuts
including a $600 million income tax cut that will raise the thresh-
old at which the maximum State tax rate applies, and it doubles
the deduction for dependent children. Another 5 million taxpayers,
including tens of thousands of small businesses, will see major sav-
ings.

Bad tax policy goes beyond bad taxes. There is the bureaucratic
mindset perpetuated by those taxes. This year I sent the legisla-
ture a bill that will remove one of the great absurdities from the
State’s tax code.

For years, hundreds of thousands of New Yorkers have had to
file State income tax returns every year, even though both they
and the State know they will owe no tax. It takes 2 minutes to fig-
ure it out, but State law makes them file anyway. It is a waste of
the taxpayer’s time, and a waste of taxpayer’s money. Because
guess where the dollars come from to pay for the processing of
those useless tax returns?

If ever there was a tribute to twisted bureaucratic logic, this is
it. By raising the taxable income needed to file a State return, to
match the State’s standard deduction, a simple commonsense pro-
posal, we can wipe this dumb rule off the books for good. And in
the process, we will help 500,000 New Yorkers, mostly seniors, by
relieving them of the paperwork that they never should have had
to deal with in the first place.

The States have proven that cutting taxes works, but putting tax
cuts on the books is only part of the winning formula. New York
was once run by those who would approve tax cuts, then delay
them, and then totally forget about them, and finally, turn around
and raise taxes.

The tax-cut movement cannot be allowed to become a blip on the
screen of our State’s or Nation’s history. The act of raising taxes
is a destructive act and should therefore be a difficult act.

Last week, I joined with Congressman Joe Barton of Texas, in
calling for constitutional amendments that would require super-
majority approval for any tax increases. At the State and Federal
levels, requiring a two-thirds vote for any tax increase would pro-
tect millions of hardworking taxpayers from unnecessary and coun-
terproductive tax hikes.
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I am working in my State to get this protection passed, and I
would respectfully urge the Members of this committee to do the
same here in Washington.

Our mission in New York 4 years ago wasn’t just to lead the Na-
tion in cutting taxes. Our mission was to restore freedom. To truly
fulfill that mission, we knew that in addition to cutting taxes, we
had to eliminate the layers of unnecessary bureaucracy that those
taxes created in the first place. We knew we had to significantly
reduce the size of the big overbearing government bureaucracy that
was intruding into the daily lives of our people.

After all, that big government didn’t just disappear when I took
office. It was still there, turning out rules and regulations like
never before. To date, we have reduced the size of the government
by almost 20,000 positions. And we have done virtually all of that
through creative measures like early retirement and transfers
without large layoffs.

We streamlined or abolished unnecessary and ineffective pro-
grams. In fact, in 1995, we abolished an entire government agency,
the Department of Energy, which was created during the 1970’s to
deal with the gasoline crisis, but still existed in 1995. And in doing
so, we proudly broke the old rule of government, that once a pro-
gram or an agency is created, it can never be abolished.

In addition to that, we have sent a strong message to every bu-
reaucrat and every agency of government that the days of
harassing employers for the heck of it are over. We have eliminated
or revised thousands of regulations imposed by the previous admin-
istration saving our people and businesses billions of dollars. We
have reduced workers’ compensation costs by 38 percent, privatized
State-owned properties that government had no business owning in
the first place, like bakeries, golf courses, and hotels. We are in the
process of making Stewart Airport in the Hudson Valley the first
commercial airport in the Nation to be privatized.

And as for that $5 billion deficit I mentioned before, the one I
inherited, by returning economic power to the people through tax
cuts and fiscal restraint, we have created a stronger economy that
has allowed us to eliminate the deficit and replace it with four
straight budget surpluses. The latest surplus ending our fiscal year
April 1 being $1.8 billion.

I am urging our legislature to preserve that surplus and the abil-
ity to cut taxes even more in the future by keeping our budget
growth this coming year to the inflation rate.

There is one other important point to make about New York’s tax
cutting. We have done all of this without inhibiting the ability of
one single State agency to provide their important public services.
And, in fact, we are operating more efficiently and more effectively
than ever before.

It is also important to note that as we have limited New York
State’s government, we haven’t shifted the burden of our services
or taxation to localities. It is not just that we ended big government
in New York, we have replaced it with smarter government. As you
pursue your tax cut agenda at the Federal level, I would urge you
to have the same consideration for the States as we at the State
level have had for the localities in New York.
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Let me end with what I hope is a word of encouragement. There
has been a wave of newspaper articles recently citing polls which
suggest Americans don’t want a tax cut. It has been said that the
hunger for a tax cut doesn’t really exist because our economy is
healthy and people are doing well for themselves financially.

But it has also been said that freedom is fragile and must be pro-
tected. To sacrifice it, even as a temporary measure, is to betray
it. As Republicans, I believe we must never submit to the notion
that the preservation of freedom is a part-time endeavor that can
be pursued or abandoned based on the last Gallup poll.

Ronald Reagan was right when he said that the Federal Govern-
ment is taking too much tax money from the people, too much au-
thority from the States, and too much liberty with the Constitution.
And we are right to stand by our principles of smaller government,
lower taxes, and more freedom.

We are right to insist on policies that reward hard work and em-
power the individual spirit that fuels our national greatness and
keeps our economy strong. We must stand by our convictions and
do what is right for America, for Americans, and for the preserva-
tion of freedom. It is what we have done in New York.

And to paraphrase Frank Sinatra, if you can cut taxes in New
York and cut them by more than any other State, you can cut taxes
anywhere, even in Washington.

And that is precisely what Washington should commit itself to
doing, following the lead of the States, cut taxes and strengthen
the freedom that makes America thrive.

Thank you, Mr. Chairman. And I would be happy to respond to
any questions.

[The prepared statement of Governor Pataki follows:]
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Governor George E. Pataki’s Prepared Remarks
House Committee on Government Reform
Washington, D.C.

April 15, 1999

INTRODUCTION

Mr. Chairman, distinguished members of the committee ... it is my great honor and
privilege to appear before you today.

I’'m particularly pleased to have the opportunity today to address the issue of
cutting taxes. For me and for the many Republican governors across this great
country, who have done so much good work in this area —~ Governor Bush,
Governor Engler, Governor Whitman, Governor Huckabee, Governor Gilmore,
and many others -- it’s more than just an issue of economics. For us, cutting taxes
is a matter of fulfilling government’s fundamental obligation to the people.

It all comes down to one simple question: whose money is it anyway?

In state capitols across our country, Republican governors are declaring without
hesitation that the people’s hard-fought earnings belong to the PEOPLE and not
the government.

I’m proud to be able to tell you that in no state has this basic fact of life been
declared more clearly and more emphatically than in New York.

I know that may come as a shock to you, given New York’s history and
particularly given its reputation under my predecessor, but it’s true. In the four
years since I took office, New York has cut taxes more than any other state.
We’ve cut taxes 36 times, returning $19 billion to the taxpayers so far. When all
the tax cuts on the books take full effect, that number will grow to over $52
billion.

Qur tax cutting has sparked a new direction in New York. We were once a state in
crisis. Now, our largest business organization calls New York “The Comeback
State.”

I mean, New York has gotten so much better that even the First Lady is thinking of
moving there.
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But perhaps there is no greater evidence of the profound turnaround in New York
than the fact that the Governor of the place that once led the nation in raising taxes
is here today talking to Congress about how to cut taxes. As they used to say in
Brooklyn, who woulda thunk it.

EIEE

Before I talk more specifically about what we’ve done with taxes in New York, I
want to address the broader issue of freedom, because I don’t believe you can
separate the two.

If ever there were two things that had an inverse relationship, it’s taxes and
freedom. The more you have of one, it is necessarily so that you must have less of
the other.

The more money a person has seized from them by their government, the less
freedom that person has to do what he or she wants with that money.

It could not be any simpler.
Now, many Americans have come to accept taxation as a “a necessary evil.” They

accept the fact that they have to surrender some of their earnings -- and
consequently, a degree of their financial freedom -- to sustain their government.

The point I"d like to make today is that excessive taxation does more than infringe
on people’s financial freedom. It drives up spending, and creates a bigger, more
intrusive government that inevitably infringes on other freedoms as well.

HIGH TAXES DRIVE BIG SPENDING, BIG GOVERNMENT, LESS
FREEDOM

By nature, government has an insatiable appetite — an inherent desire to grow.
When politicians raise taxes beyond what is necessary to fulfill government’s
legitimate function, they feed that growth and produce, not just a bigger
government, but a costlier government that becomes a destructive force in
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people’s lives.

It created a destructive cycle of high taxes, perpetuating more bureaucracy and
more spending -— which in turn perpetuated more taxes and less economic
freedom for the people who pay those taxes.

But the cycle didn’t end there. Excess bureaucracy created by over-taxation
produced —~ not just more spending and further encroachments on people’s
economic freedom — but new encroachments on gther freedoms.

Because bureaucrats without a legitimate function have to justify their existence
by creating an ostensible function.

In New York, bureaucrats justified their existence by generating scores of rules
and regulations — and government would use those regulations 10 assert itself
over the people in every aspect of their daily lives.

Most of the regulations, however, were aimed at businesses, putting the men and
women who create jobs under the close supervision of a government that sought to
dictate their every move.

So what you had in New York was an endless cycle of high taxes leading to big
bureauctracies and more regulations, which led to higher taxes and bigger
bureaucracies and even more regulations.

This went on for more than a decade and the results were devastating.

THE BLEAK PICTURE OF NEW YORK IN 1994

Let me just give you a picture of New York in 1994 — and bear with me because,
as dismal as it seems, this story does have a happy ending.

When 1 took office in January of 1995, New York was in crisis. The state
government was too big, too bossy, and too expensive. It faced a budget deficit
that totaled a record $5 billion — a deficit larger than the total budgets of 31 other,
states. The promise of tax relief had tumed into a cruel hoax. Our welfare rolls
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were bursting, and jobs were on the.run.

The biggest-taxes -~ income taxes, property taxes and school taxes -- were all
rising every year at an alarming rate. But there were other taxes as well: The sales
taX. The estate tax. Hidden taxes on goods and services.. And scores of taxes that
were imposed on businesses and paid by consumers.

. "All of these taxes served one purpose and one purpose only: To drive up spending
and feed a government that was out of touch and out of control.

And that-destructive cycle -~ of taxes, more bureaucracy, more spending, more
taxes and less freedom -- was in full throttle.

As government got more, families got less.
As bureaucracies thrived, businesses suffered.

Taxes were literally destroying the greatest state in America.

WHAT WE’VE DONE TO CUT TAXES AND RESTORE FREEDOM

Together with New York’s Legislature, we confronted that crisis. From our first
day, we held to a fundamental covenant that says: at all times and without
exception, respect the people and let them lead the way toward real progress.

And in a state where the guiding principle is respect for the people, big
government and big government taxation simply does not compute. That’s why in
New York we have embarked on the most ambitious campaign of tax cutting in
the state’s history. :

It’s working. In fact, our philosophy is working so well that it has created a new
challenge for us. In that first year, 1995, we had to manage crisis. In 1999, our

challenge in New York is to manage prosperity.

Today, taxes aren’t going up every year, as they had been; they’re going down, by
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record amounts. Private-sector jobs aren’t going down, as they had been; they are
going up, and jobs are now at their highest level ever.

That economic revitalization has been the key to solving one of New York’s most
serious problems. When I took office, one out of every 11 New Yorkers was on
welfare; in New York City, the figure was one in seven.

But today, welfare rolls are shrinking every day, as people are finding the freedom
that comes with work. Welfare rolls are down by nearly 653,000, and have fallen
below the 1 million mark for the first time since December of 1967.

Families are buying new homes and refinancing their old ones, which says they’re
planning to stay in New York and build their future here.

1t’s hard to think of a tax we haven’t cut.

We began by cutting income taxes. Today the vast majority of New Yorkers pay
25-percent less in income taxes today than they did in 1994.

We're cutting income taxes, business taxes and school property taxes. Taxes are
being cut for small business people, family farmers, and senior citizens ... working
families and retired couples.

We're cutting taxes on entrepreneurs irying to start businesses, businesses trying
to grow jobs and people trying to find work.

We’re cutting taxes for families who are beth buying clothes for their children and
saving for their college education.

Across the board, and in every conceivable category, taxes are falling ... in ways
some thought were impossible.

When we first proposed cutting income taxes 25 percent, there were some who
swore we could never actually do it. But we did, and it’s saving New Yorkers $5
billion every year and helping to revitalize our economy.
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There was once a time when New York was one of the only states that imposed its
own tax on estates. But this year, New York’s tax on death finally dies, along with
the gift tax.

Once upon a time, we not only had one of the highest corporate income tax rates in
the nation, but we had a 15 percent surcharge on top of that. We got rid of the
surcharge, and this year the corporate income tax rate starts coming down too.
When all is said and done, New York's corporate tax rate will be at its lowest level
since 1970.

There’s more. We’ve cut the Corporation Franchise Tax... the Gross Receipts
Tax... the Real Property Transfer Tax ... the tax on motor fuel... the Container
Tax... and the tax on beer.

We’ve cut bank taxes, insurance taxes and the Petroleum Business Tax.

And we cut the tax that had the dubious honor of being named after my
predecessor: The "Cuomo tax." It was a transfer tax of 10 percent on all real estate
transactions over $1 million -- a truc job killer that was wreaking havoc on New
York’s real estate investment industry.

When Mario Cuomo signed it into law, he called it the "perfect tax.”

As things turned cut he was half right: It was the perfect tax for New Jersey,
Connecticut , Georgia, and North Carolina. But it was a disaster for New York.

And in 1997, we did something unprecedented. We signed a law -- called the
STAR Program -- that cuts school property taxes for every homeowner in New
York for the first in New York State history.

This truly is remarkable because in New York, the state doesn’t even levy school
taxes. The localities do.

And so, essentially the state is cutting taxes that we don’t even impose - then
reimbursing local governments for the lost revenue. And the reason we can afford
to do that is because we’ve reduced the size and cost of government se
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STAR is cutting school taxes by 27 percent on average. Seniors will see a 45
percent cut. And in 11 of New York’s 62 counties, the average senior citizen will
pay no school taxes at all.

In 1996, we not only led the nation in cutting taxes, we cut taxes by more than the
other 49 states combined.

And in 1997 we cut taxes more than Texas, California and Illinois combined.

New York’s Public Policy Institute, a pro-growth think tank, calculated all our tax
cuts and then considered what they would mean on a federal level. They said that
if equivalent tax cuts were done nationally, Americans would save well over $300
billion.

We have had great progress in New York, but there is more work to do. This year,
P’ve proposed another $1 billion in tax cuts, including a $600 million income tax .
cut that will raise the threshold at which the maximum state tax rate applies, and it
doubles the deduction for dependent children. Another 5 million taxpayers,
including tens of thousands of small businesses, will see major savings.

Bad tax policy goes beyond bad taxes. There is the bureaucratic mindset
perpetuated by these taxes. This year, [ have sent the Legislature a bill that will
remove one of the great absurdities from the state’s tax code.

For years, hundreds of thousands of New Yorkers have had to file state income tax
returns every year even though both they and the state know they will owe no
income tax. It takes two minutes to figure it out.

But state law makes them file anyway. That’s a waste of taxpayer’s time, and a
waste of taxpayers’ money, because guess whose dollars go to pay for the
processing of those useless tax returns?

If there was ever a tribute to twisted bureaucratic logic, this is it. By raising the
taxable income needed to file a state return to match the state’s standard
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deduction, we can wipe this dumb rule off the books for good. And we’ll help
500,000 New Yorkers, mostly seniors, by relieving them of paperwork they never
should have had to deal with in the first place.

EE

The states have proven that cutting taxes works. But putting tax cuts on the books
is only one part of the winning formula. New York was once run by those who
were quick to approve tax cuts, and then delay them, and then totally forget about
them and finally turn around and RAISE taxes.

The tax-cut movement cannot be allowed to become a blip on the screen of our
state’s or our nation’s history. The act of raising taxes is a destructive act and
should therefore be a difficult act.

Last week, I joined with Congressman Joe Barton of Texas in calling for
constitutional amendments that would require super-majority approval for any tax
increases. At the state and federal levels, requiring a two-thirds vote for any tax
increase would protect millions of hardworking taxpayers from unnecessary and
counterproductive tax hikes.

I’'m working in my state to get this protection passed, and I would respectfully
urge the members of this committee to do the same here in Washington.

WE DIDN’T JUST CUT TAXES, WE CUT GOVERNMENT AND MORE

Our mission in New York four years ago wasn’t to lead the nation in cutting taxes.
Our mission was to restore freedom.

To truly fulfill that mission, we knew that -- in addition to cutting taxes -- we had
to eliminate the layers of unnecessary bureaucracy that those taxes created in the
first place.

We knew we had to significantly reduce the size of the big, overbearing
government bureaucracy that was intruding into the daily lives of our people.
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After all, that big government didn’t just disappear when 1 took office. It was still
there, turning out rules and regulations like never before.

To date, we’ve reduced the size of government by approximately 20,000 positions
—and we’ve done virtually all of that through creative measures like early
retirement and transfers, and without huge layoffs.

We’ve streamlined or abolished unnecessary and ineffective programs. In fact, in
1995 we abolished an entire government agency — the Department of Energy —
which was created during the 1970s to deal with the energy crisis.

And in doing so, we proudly broke the old rule of government: that once a
program or agency is created it can never be abolished.

In addition to that, we’ve sent a strong message to every bureaucrat in every
agency of government that the days of harassing employers for leisure are over.

We’ve eliminated thousands of regulations imposed by the previous
administration — saving our people and businesses billions of dollars.

We’ve reduced workers compensation costs by 38 percent.

We’ve privatized state-owned properties that government had no business owning
in the first place -- things like bakeries, golf courses, and hotels. We’re in the
process of making Stewart Airport in the Hudson Valley the first commercial
airport in the nation to be privatized.

As for that $5-billion deficit I mentioned before -- the one I inherited ... By
returning economic power to the people through tax cuts and fiscal restraint,
we’ve created a strong economy that has allowed us to eliminate that deficit and
replace it with four straight budget surpluses. The latest surplus totaled $1.8
billion.

And I’'m urging our Legislature to preserve that surplus, and the ability to cut taxes
in the future, by keeping our budget growth this coming year to the inflation rate.
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There’s one other important point to make about New York State’s tax cutting.
We have done all this without inhibiting the ability of one single state agency to
provide an important public service. And in fact, we are operating more
efficiently and effectively than ever before.

It’s also important to note that as we have limited New York’s State government,
we have not shifted the burden of services or taxation to localities.

1’s not just that we have ended big government in New York ... we’ve replaced it
with smarter government.

As you pursue your tax-cut agenda at the federal level, I would urge you to have
the same consideration for the states as we at the state level have had for localities
in New York.

CONCL.USION

Let me end with what I hope is a word of encouragement. There’s been a wave of
newspaper articles recently citing polls which suggest Americans don't want a tax
cut.

It has been said that the hunger for a tax cut doesn't exist because our economy is
healthy and people are doing well for themselves financially. But it has also been
said that freedom is fragile and must be protected. To sacrifice it, even as a
temporary measure, is to betray it.

As Republicans, we must never submit to the notion that the preservation of
freedom is a part-time endeavor that can be pursued and abandoned based on the
last Gallup poll.

Ronald Reagan was right when he said that the federal government has taken too
much tax money from the people, too much authority from the states and too much
liberty with the Constitution.

And we are right to stand by our principles of smaller government, lower taxes and
more freedom.
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We are right to insist on policies that reward hard work and empower the
individual spirit that fuels our national greatness and keeps our economy strong.

We must stand by our convictions and do what's right for America, for Americans,
and for the preservation of freedom.

‘We must pledge allegiance to our principles.
This is what we have done in New York.

To paraphrase Frank Sinatra — if you can cut taxes in New York, and cut them
more than any other state, you can cut taxes anywhere.

Even Washington.

And that is precisely what Washington should commit itself to doing - following
the lead of the states, by cutting taxes and strengthening the freedom that makes
America thrive.

Thank you, and I’d be glad to take any questions.

HiH
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Mr. BURTON. Well, that is a very, very impressive record, Gov-
ernor. And I would just like to start off by asking the question—
when Ronald Reagan started cutting taxes in the early 1980’s, I re-
member some of the pundits were saying that is going to create a
bigger deficit in the treasury, because the tax cuts are going to
take money away from the treasury. And I remember that after the
tax cuts, the next 3 or 4 years we went from $500 billion in tax
revenues to $1.3 trillion.

And you might comment, if you would, on your State’s reaction
to your tax cuts as far as moneys coming into the treasury. You
touched on it briefly in your opening remarks, but I think it is real
important to emphasize this, because we still have the mistaken
feeling in many parts of the Congress that if you cut taxes, you re-
duce the money coming into the treasury. Can you explain how
that works out?

Governor PATAKI. Yes. Chairman Burton, I think that is a very
important point. And I am pleased you made it. And let me just
tell you our experience in New York. We were in a downward spi-
ral. We would raise taxes in the hopes that it would create more
revenue to feed more government programs that were necessary,
because the private economy was shrinking.

In the early part of the 1990’s, New York State lost over 400,000
private-sector jobs. So we weren’t seeing the revenue growth that
you would anticipate, because higher taxes were killing the eco-
nomic goose that laid the golden egg in reducing the revenues that
flow into New York State.

By cutting taxes, we not only have given money back to the peo-
ple, to the consumer, to the homeowner, to the small business per-
son, we have encouraged them to expand their economic activity.
And over the course of the 4 years since January 1995, we have
seen more than 450,000 more private-sector jobs in New York
State. Our tax revenues are up. And our tax revenues are up be-
cause the rates are down. And the businesses feel they can invest
and create the jobs and opportunity of the future.

Let me just give you one more statistic. In 1994, we had 73 cor-
porations decide to locate or expand economic activity in New York
State. Last year, we had 1,024, 14 times as many. And each one
of those decisions to locate or expand a facility in New York means
investment in dollars, means hiring of people who will pay taxes
and become contributing New Yorkers instead of depending on gov-
ernment for a handout.

So it has been—we are now in a positive spiral. As we lower
taxes, we get more jobs, more economic activity, and more revenue
to provide and meet the services that the people of the State legiti-
mately have a right to expect.

And everybody here in Washington is talking about how the
economy has grown and done so well, we shouldn’t just be looking
backward and saying we have done well. Let us look forward, let
us see what we can do to keep the economic expansion going, to
keep creating more jobs and opportunity for Americans all across
this country. Cutting taxes will help us to keep that economic ex-
pansion going as we go forward.

Mr. BURTON. You mentioned that if the tax policies that you im-
plemented in New York were adopted nationwide that the tax-
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payers across this country would realize or benefit to the tune of
about $300 billion more in their pockets.

Do you believe that if we had a substantial tax cut right now in
Washington for all the people of this country and across America
that the amount of tax revenues coming into the treasury would be
increased, as it was in New York, and do you believe the economy
would grow dramatically?

Governor PATAKI. There is no question in my mind that if we cut
taxes in Washington, we will encourage economic expansion, con-
tinued economic expansion across the country, create more jobs,
create higher incomes, and ultimately, because of that, generate
more revenue.

I remember the debate when the capital gains tax cut was initi-
ated. Now how can government afford to lose the revenue of low-
ering the capital gains rate? Lowering the capital gains rate has
increased government revenue. It has expanded economic activity
and, in my view, helped create the budget surplus that you now
have here in Washington. And intelligent tax cuts will do the same
thing for the country. It will expand economic activity.

Mr. BURTON. You mentioned cutting the capital gains tax and
how that has helped economic growth and expansion in America.
What kind of tax cuts would you see that would be beneficial for
the United States right now? Additional cuts in capital gains or in-
come taxes across the board or what?

Governor PATAKI. I would do the gamut. What we did in New
York is we initially focused on the income tax because that was one
of the areas where we were so disproportionately out of line with
our surrounding States and the rest of the country, but we focused
on doing it across the board.

And I would do the same thing here. I would lower the capital
gains rate. I would provide greater exemptions from the estate
taxes so that family farmers and small business owners could pass
on their business to the next generation. I would certainly look
across the board to lower the income tax burden.

I think we should have lower marginal rates. We should have a
flatter, fairer, simpler income tax system. So certainly lowering the
income taxes across the board, lowering the capital gains tax, rais-
ing the exemption on the estate taxes, these are all things I think
would not only be fair and appropriate given the fact that govern-
ment has a surplus, give the money back to the people who have
generated that surplus, but also expand economic activity and help
to keep the economic expansion going forward.

Mr. BURTON. Are you sure you don’t want to run for king? I like
what you are saying.

Mr. Towns, do you have any questions?

Mr. Towns. Thank you very much, Mr. Chairman.

Let me begin by saying, Governor, I think that the reduction in
government you have done, I think that I support that totally. And
I think that you have done a magnificent job in that regard. Of
course, I also think that you have done some things that some of
the others have not done that have come before this committee and
talked about in terms of cutting.

I think that the fact that you have done some targeting, I think
that to me is a very, very important. You put money in the budget
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for advantage schools. I think these are the kinds of things that
doesn’t readily come out, you know. And I think some of the things
that some have come before us and have indicated what they have
done—I mean, I have a lot of problems.

But in your case, you know, regardless of the family composition,
one Governor came here and basically said, you know, regardless
how many children you have, you are not going to get any more
money. And I think that those kinds of things when you start talk-
ing about cutting the budget and you do those kinds of things, I
really have a lot of problems. And I appreciate the fact that in New
York you have not done that.

However, there is one area that we are cutting that I do have
problems with in New York, and that is the area to the health care.
I am very concerned about that, because you have standards that
must be met. And I am wondering you know, Governor, if we con-
tinue to cut, would we still be able to uphold those standards. I
mean, that is a real concern. I would like to hear your comments
on that.

Governor PATAKI. Yes, Congressman Towns, thank you again for
your comments. I appreciate it. And there are areas where, in my
view, government has an appropriate role and has to be involved.
Education, certainly at the State level, is critical and also in health
care. The problems we have in New York State, and it is a very
real problem, is that our Medicare—Medicaid expenditures are off
the charts in relationship to the rest of the country.

We are spending, as an example, almost three times as much per
recipient on Medicaid in New York State as the State of California.
And this is not just the burden on the State Government and the
Federal Government, it is also a burden on the local government,
because in New York State, the local government matches the
State contribution for Medicaid.

One of the reasons that the city of New York now has a budget
surplus is we have taken steps of cost containment to try to keep
the growth of Medicaid costs below what they had been in the past.
We had proposed again certain cost containment measures in Med-
icaid, but I think these are appropriate. They would still result in
New York State’s per capita, per person, expenditure on Medicaid
being much higher than any other States.

And I believe they are being done in an intelligent way that rec-
ognizes the impact it has on the health care system, but it is not
just Medicaid. If you look at what we did on the budget, 2 years
ago, we passed the Health Care Reform Act in New York, that gen-
erates almost $2 billion a year in public good financing for things
like hospitals to reimburse them for bad debt and charity care
where they don’t get paid.

It helps fund graduate and medical education at the teaching
hospitals in New York State. And it provides the ability for us to
have, I think, the finest health insurance program for children in
America. Our Child Health Plus program—and again Congress
took a tremendous step in passing the legislation providing assist-
ance allowing the States to create our own children’s health insur-
ance program—our program is enrolling more than 10,000 children
a month. And we will provide health care at no cost to every single
child in New York State and in a family of four with an income
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of up to $35,000. So, yes, we have to continue to look to see how
we can prevent the increase in costs of Medicaid from impacting
negatively on the city’s budget, on the State’s budget, and on our
economic climate.

But we will do it in a way that recognizes the importance of
health care including health care to the uninsured as we are doing
with the children.

And, Congressman, I can remember when we were at the hos-
pital in your district, that hospital for a decade had been largely
ignored. We are now putting the capital in to restructure that hos-
pital, build a new facility, put up a new community-based center
for that hospital. We are going to continue to stand with you, stand
with those hospitals and make sure we have the best health care
in America.

Mr. Towns. I want to applaud you. They have started the work,
Governor.

Governor PATAKI. Good.

Mr. TownNs. The hole is in the ground and the foundation is
there. And to say to you one other thing before I close, that I also
want to salute you on the advantage schools. I think that is a very
creative way to go in terms of dealing with some of our educational
problems that those communities that need additional support,
that you putting money into those areas where need it desperately.
I want to salute you for that, that makes a lot of sense.

Governor PATAKI. Thank you, Congressman. The advantage
schools are a proposal that we have to allow communities to have
schools that stay open to 7 p.m., so that a working parent or a stu-
dent who simply wants to remain in the classroom or get additional
educational help can do it. And we have money in the budget to
fund those this year. And I hope that the legislature allows us to
continue that.

Just one other point. While we have cut taxes the way we have
in New York State by reducing the bureaucratic cost, by reducing
the State government by 20,000 people, every year we have put
more money into education than before. And in each of the last 2
years, we have had the largest increase in State aid to local schools
in the history of New York State.

So it is not as though we are reducing across the board, as the
Congressman pointed out, we are cutting taxes across the board,
but we are investing more on education, more on the environment,
because we are operating the government in a smarter, more effi-
cient way.

Mr. TowNs. Thank you, Mr. Chairman.

Mr. BURTON. Thank you, Congressman Towns.

Mr. McHugh.

Mr. McHUGH. Governor, as usual you are one step ahead of me.
I wanted to have you discuss a bit further your very comprehensive
approach to education assistance. You have made comment in your
testimony about the STAR Program, which is the real property tax
relief initiative that you have modeled, and that, as I understand,
great States like New Jersey, with great Governors like Governor
Whitman, are beginning to following.

And, indeed, she told us yesterday she will be introducing a bil-
lion dollars tax relief program that is modeled after the initiatives
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that you have put together. You laid that out very clearly as to the
fact that that is not a State levy, the real property tax to support
education comes from the local districts. Here you have an incred-
ibly unique situation where the State is going in and relieving in
significant portions the taxpayers of those burdens by providing
that kind of effort. And I wanted to compliment you on that, No.
1.

No. 2, I wanted to compliment you on the fact that it is not a
program that pits, as so often happens in this town, rich against
poor. This is an initiative that you have accelerated and have made
available to taxpayers in all income brackets. It has, as it should,
benefited particularly those senior citizens who have difficulty stay-
ing in their homes.

But it is not at the cost of what the State has done in support
of local education. You didn’t use this—and I am saying this to
your credit—you did not use it as a means by which you can make
the State look good at the locality’s expense, but you just answered
that for the chairman. So obviously we don’t need to revisit that
again.

I just wanted to say, again, to Chairman Burton how much I ap-
preciate his efforts to showcase really innovative leadership as we
have seen here this morning. And you, Governor, and our panelists
yesterday. As I look over the things that you have done—and as
someone who was there at the time that you were when you were
a member of the State Assembly and I was a member of the State
Senate and eventually you went on to the State Senate and I came
here—it is remarkable the target-rich environment you had for tax
cuts, the broad-based way in which you approached this.

I would just suggest, Mr. Chairman, there is a great deal that
those of us in this town can learn with respect to approaching
taxes on a broader rather than a more narrow basis by under-
standing that true economic performance really generates where
there is a wide range of reasonable initiatives that, taken together,
have done some remarkable things.

So as a New Yorker, not just as a Member of the House, Gov-
ernor, I wanted to thank you for all that you have done and allow-
ing us to actually feel good about ourselves again when we say we
are from the Empire State. So with that, I would yield back to the
Chairman.

Mr. BURTON. Thank you, Mr. McHugh.

Ms. Schakowsky.

Ms. ScHAKOWSKY. Thank you, Mr. Chairman.

I wanted to begin just by saying that it is not just Republicans
but also Democrats who celebrate the fact that we can alleviate
some of the tax burden. And I wanted to reiterate some of the
opening comments that ranking Democrat Henry Waxman made
about this issue when he said that the average tax rate for a family
earning the median income is at its lowest rate today since 1965,
34 years—over the last 34 years.

And that certainly, in part, some of the strength of the economy
in our States is in fact—some of the credit at least has to go to the
strong economic growth under President Clinton. And we have the
longest peacetime expansion in history as Representative Waxman
pointed out.
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And as long as we are showcasing, it is a disappointment to me
that we are not showcasing some of the Democratic Governors who
also have been engaged in tax cutting. In fact, there are 10 of
those, none of which were asked to appear at this committee hear-
ing.
And at the risk of sounding a bit like a Grinch, I just want to
ask a couple of questions. There is a couple of issues that you
might be able to point to, I certainly don’t want to take away from
the obvious creative programs and policies that you have enacted.
But I do want to ask you a bit about the—let me just list them,
the State debt, which I understand has increased, these are the
numbers that I have, and feel free, of course, to dispute them, from
$27 billion to $41 billion since you have been Governor; also that
Moody’s Credit Rating is for your general obligation bonds is tied
for the lowest in the Nation; and the S&P rating is the second to
the last; that your proposed budget for 2000 includes a $598 mil-
lion cut in State public school and support for State public schools.

And I wondered if that would result, in fact, in some local tax
increases. We already mentioned the $1.4 billion cut in health care
cuts, $80 million from early childhood education. And I also wanted
to ask you, if—I assure you are not here today saying that less
money should go to New York from the Federal Government. And
obviously if we are going to be cutting taxes, or maybe you are,
that some of that might result in fewer dollars going to help States.
And, finally, I just want to make a comment, both the chairman
and you had mentioned President Reagan. And, in fact, as I recall,
the results, I believe, of some of the major tax cuts that occurred
were, in fact, the greatest budget deficits that we had had, and
that—finally that we are out of that hole and into surplus. And I
think all of us are certainly happy about achieving that.

So I just wanted to ask you some questions about that.

Governor PATAKI. Sure. I am pleased you did. And I actually took
some notes, so I will refer to them specifically.

First, with respect to President Reagan’s tax cuts and the eco-
nomic expansion. The economic expansion started in 1982, and, I
think, in significant part because of the Reagan tax cuts. Since that
time, we have only had 5 months where the economy hasn’t grown.
So I don’t think it is simply the Clinton administration’s expansion,
it started with the Reagan tax cuts in 1982.

But with respect to the deficits, there are two sides to every
equation; there is spending and revenue. President Reagan did the
right thing on tax cuts. The Democratic Congress did not do the
right thing on spending. You cannot continue to have spending in-
creases when you don’t have the revenue, and I think the fact that
we now have a balanced budget is a tribute to the fact that Con-
gress for the last 4 years has had caps on spending growth that
they have implemented. It is not just revenue; it is spending. And
I think that is important to recognize.

Second, with respect to the credit rating, we have one of lowest
credit ratings in America. It has been upgraded since I have been
Governor for the first time in over a decade. It was far lower under
the prior administration with its higher taxes. And we are con-
fident, that as we go forward, that the fiscal condition of the State
continues to improve.
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As T indicated, we started with a $5 billion projected deficit my
first year. We turned that into a $400 million surplus that became
an $800 million surplus the following year, that became a $1.2 bil-
lion surplus the year after that.

And we finished our fiscal year this April 1 with a $1.8 billion
surplus. So we have had our credit rating upgraded. And I am con-
fident, if the legislature doesn’t spend the surplus, that we can con-
tinue to see an improvement in our State’s fiscal condition.

With respect to debt, again, we inherited a State with the high-
est debt in America. The number $27 billion to $41 billion is not
accurate. In fact, we have reduced significantly the growth in
debt—and a lot of that growth in debt was programs, 5-year capital
programs entered into by the prior administration.

And in my proposed budget for the first time, I think, in 20 years
we have a 5-year capital program that reduces State debt. It not
only expands our investment in infrastructure to a $1.5 billion
highway program a year, as an example, but at the end of that 5-
year capital program, we will have less debt for the State than we
do this year.

With respect to school aid, not only have we not cut school aid
every single year I have been in office we have increased school
aid. And in 1997, we had the largest increase ever in school aid;
and in 1998, we increased school aid to local districts by over $800
million, the largest increase ever.

And as Congresswoman Maloney probably knows, New York City
School Districts in the past year had a more than $250 million sur-
plus. Last year they got $320 million more additional aid from the
State of New York than they did the year before. In my proposed
budget, we proposed increasing school aid by almost $300 million.
I think the exact number is $297 million increase in school aid.

Again, more than the rate of inflation. Again, a significant in-
crease. And that doesn’t include what I had proposed in this year’s
budget which is almost $1 billion in cash from the State to help
local school districts upgrade or build new educational facilities.

Again, we are investing more dollars in education and a higher
percentage of the State revenue in education than ever before. So
this State is in far better fiscal condition because of the tax cuts,
and the fact that the tax cuts have been coupled with spending re-
straint. That is how you move forward fiscally as a State, and that
is what we have done.

Ms. SCHAKOWSKY. Thank you. Thank you.

Mr. BURTON. Thank you, Ms. Schakowsky.

Let me just say, before I yield to Mr. Shays, that every time we
have a panel or a group of panelists to appear, the minority is enti-
tled to one or two people. We did not receive a request to have any
Governors from the Democrat side; however, any of you that would
like to make a request in the future when we have panels, we
would love to have your input, so I just thought I would advise you
of that.

Mr. Towns. I agree with Governor Pataki being here.

Mr. BURTON. You agree with that.

Mr. TowNs. I agree with that.

Mr. BURTON. Mr. Shays.
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Mr. SHAYS. Governor Pataki, I think you are very fortunate to
have Mr. Towns in your State, he has been a wonderful Member.
And I love the fact that he appreciates what you have been doing.
I would like to give my time—I would just like to defer my time
and take the next round. I think Mr. Mica and Mrs. Chenoweth
have questions.

Mr. MicA. I have a quick question. Thank you for yielding. I also
agree with your comments on Mr. Towns. We have learned a lot
from Mr. Towns. I came in here and served under his tutelage.

You don’t mean me, Governor. I am from Binghamton, NY, born
and raised there till I was 13. My family were all immigrants from
the Old World, came to Binghamton for economic opportunity and
jobs basically the turn of the century. And we actually moved away
from Binghamton when I was 13, primarily for economic reasons,
ls:lonll’le of the places where my family worked closed down, taxes got

igher.

Fortunately for me—they moved—and my brother, they moved to
Florida, where we both were successful as Members of Congress,
me semisuccessful; he was.

I tell you that story, because I go back to Binghamton. In fact,
I probably go up there to visit an aunt, and I get depressed some-
times when I go back to Binghamton. I think you have been sort
of a ray of hope, because things have started to change in New
York. Because of high taxes and poor economic opportunity in some
areas, people have left or they left on welfare or some government
program or government housing that Mr. Lazio knows so well.

My question is this, sir, when I go back to Binghamton, I still
see a depressed community. I know we have done some things to
give people economic opportunities and jobs and take them off wel-
fare. But my question 1s, what is New York doing to help places
like Binghamton, and what can we from the Federal level do to
help situations where you have less economic opportunity like that
area and others I have seen?

Governor PATAKI. Well, Congressman, first I don’t know when
the last time was you were back in Binghamton, I hope it wasn’t
recently, because things are getting better. In fact, Broome County
was cited by one of the national economic magazines as one of the
hottest economic areas in the country right now.

Mr. MicA. As I said, you have provided in the last number of
years some glimmer of hope.

Governor PATAKI. Congressman, we were dying as a State. And
in all seriousness, it was a tragedy, because people like your fam-
ily, my family too, my grandparents all immigrated to America and
came to New York because it was a place of opportunity. My grand-
parents worked in a factory. The factory moved to New Jersey, and
we had massive unemployment in my little city of Peekskill. And
it happened in Binghamton; it happened in Vestal. It happened all
across the State.

And we are changing that. And I will just give you a couple of
more statistics going with the statistics that Congresswoman
Schakowsky had spoken about earlier on debt. In 1992, New York
State was 50th in America in job creation, 50 of the 50 States. We
were last. And it wasn’t because we didn’t still have immigrants.
Congressman Towns’ district has people from the Carribean who
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are coming to this State and this country because they want to
work. And they wanted to be a part of the American dream, but
they didn’t have the jobs; they didn’t have the opportunities.

And we were 50th in the country in creating jobs. Last year, at
the end of 1998, we were 20th in America. We created over 453,000
new private sector jobs. And seven of the fast—eight fastest grow-
ing counties in 1998 were upstate. We have focused in significant
part on the upstate economy, because there were, as you indicated,
manufacturing companies, factories. And we were dying as a manu-
facturing State. And those factories were leaving, not only for the
Sun Belt, but also for Pennsylvania. Retailers were leaving for
Pennsylvania.

I will just give you one story in Broome County. There is a com-
pany in Binghamton. It was started by a family two generations
ago out of the back of a pickup truck, it has now grown to over
1,000 jobs. They were going to Pennsylvania because their taxes
were too high, the workers compensation rates were too high, and
the regulatory burdens were unfair in New York. They just located
a major new multimillion dollar facility outside of Binghamton in
Broome County, adding hundreds of new jobs. And they are one of
many, many companies that are doing it.

We have to do more. There is no question that we simply can’t
look back and say look what a great job we have done in the south-
ern tier, that Binghamton is on the Pennsylvania border. Starting
December 1, we have repealed the State’s sales tax on clothing and
footwear up to $110. So you don’t have to go across the line to
Pennsylvania to go shopping for your kids to go back to school, you
will be able to do it in downtown Binghamton.

Mr. MicA. The second part of my question is what we can we do?

Governor PATAKI. What you have done, continue to do, devolve
power from Washington to the States. You did it with welfare. We
would like to see more control over Medicaid. Cut taxes, Congress-
man, cut taxes here in Washington. It will allow companies that
are thinking not just about moving from New York to Pennsyl-
vania, but maybe a company thinking of going to Mexico, will say
that we are going to stay in New York or we are going to invest
in New York, if you lower the Federal tax burden imposed on them.

When we are competing, we are not just competing with other
States, we are competing globally. And we want to be able to say
that the combined tax burden, New York and Federal, will allow
you to compete successfully in any market in the world from New
York State. Cut taxes.

Mr. MicA. Thank you. I yield back the balance of my time to
Mrs. Chenoweth.

Mr. BURTON. We will have to catch Mrs. Chenoweth in just a mo-
ment here. Mr. Cummings, did he leave?

Mrs. Maloney.

Mrs. MALONEY. Thank you, Mr. Chairman.

I wanted to make a point of coming by and welcoming the Gov-
ernor from the great State of New York and my colleague Rick
Lazio. I wanted to mention, just very briefly, a supply side daycare
measure that Sue Kelly, another great New Yorker, and Rick and,
actually, Congressman Horn and myself are working on. It is called
Kiddie Mac, patterned after Fannie Mae and Freddie Mac that help
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revolutionize affordable homeownership. The idea is to do the same
thing for daycare, not in greater expenditures, but the important
building block of the infrastructure, whether it is family daycare
network for maybe a welfare recipient who is going back to work
and taking in children in their home to upgrade the quality in the
home or to help businesses or small businesses provide the infra-
structure. And the interest on it would go back into a loan that
would be there to go out for more daycare.

And I know we have had one hearing, and there are some things
we need to work out, some questions that Mr. Lazio has raised on
it. But I think it is a great idea, and I wanted to give it to your
staff. I think it is something that could help New York and help
working men and women in our State.

I want to ask really one question on an article that I found some-
what troubling on April 10 in the New York Times that alleged
that you or your administration were not working to resolve the
dispute between the city and the State on the tobacco settlement.
And, as you know, under the settlement, no funds can be distrib-
uted to any State before States comprising 80 percent of the money
have won approval for plans to distribute the money within each
State. And since New York State comprises almost 12.7 percent of
the settlement money, New York’s failure to reach the agreement
could have the effect of stalling or even derailing the entire settle-
ment nationwide.

And it goes on and alleges all other items in it. But basically,
based on this article, I just would like to know what are you doing
to resolve the allocation dispute or the allocation issues between
the city and the State so that New York State and other States and
citizens can receive the settlement?

Governor PATAKI. Congresswoman, let me say first that I am
shocked that you would suggest that the New York Times would
allege something. The New York Times is a newspaper of record,
and how could they be alleging something? Occasionally, they are
wrong.

Mrs. MALONEY. I heard that.

Governor PATAKI. Occasionally they are wrong, Congresswoman.
And in this case, they are. We have a settlement. And first, let me
thank Congress for passing the legislation letting the States keep
the tobacco money, that is extremely important. And we are very
grateful that you are not going to allow the administration to try
to take that money from the States. So thank you.

But with respect to the settlement, we have one. It was worked
out by the attorney general, it has been approved. The city has
sued because they want more. They lost. Judge Crane in Federal
court said the city is wrong, that the system is fair. The city is now
deciding whether or not to appeal. I hope they don’t because it will
delay things.

But we have a fair settlement that was negotiated. The Federal
court has said it is a fair settlement, the city obviously has the
right to continue to challenge it legally. I would hope they won't,
we have discussed it.

Mrs. MALONEY. How much is in dispute? I mean how many mil-
lions of dollars, what percentage rate is in dispute?
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Governor PATAKI. It is hundreds of millions of dollars, and it is
not just for the city. If the city thinks it should get more, the coun-
ties think—they all think they should get more too. And the coun-
ties, from our standpoint—and I think it is an accurate one from
the State—the counties and the city are getting more than is ap-
propriate under the settlement. But in the interest of having it re-
solved, we said OK we will not challenge the allocation formula de-
veloped by the attorney general who brought the lawsuit.

The city has challenged it, they lost. I would hope we could con-
vince the city to either settle in a way, and we are willing and we
have been talking in settlement negotiations or to withdraw
the——

Mrs. MALONEY. The State won in Federal court, and the city is
suing where?

Governor PATAKI. The city is now appealing.

Mrs. MALONEY. Appealing that?

Governor PATAKI. Right.

Mrs. MALONEY. Well, also the article went on—thank you for
clarifying that to me—and stated or alleged or put forward your
plan was only for debt reduction and not for—and debt reduction
is important, the debt in New York State has been climbing, has
it not? And one of the purposes of the settlement and what we were
planning to do in Congress before we agreed that the States should
take the leadership on this, was to dedicate dollars for health, for
educating teens against smoking, for insurance. And the article
again stated that all the money according to your plan was going
to be going to debt reduction.

Governor PATAKI. That is not accurate.

Mrs. MALONEY. What is the plan?

Governor PATAKI. First of all, let me say you were talking about
how Congress was thinking about trying to mandate that we use
it for health or education or something. I think that is completely
wrong, because all the States, to a greater or a lessor degree, are
already not doing that. And for Congress to say use these moneys
for this program, maybe a State already has that program, why are
you telling the State to do it again?

And what we are looking to do is to use three quarters of the
State’s share, which is only half the revenue, the other half is going
into the counties and the cities for debt reduction. But also a quar-
ter of it for health-related purposes, and that is $100 million, I
think it is $125 million a year for new and expanded programs
such as looking at means to deal with the uninsured in New York
State.

And we have a task force looking at that. I might point out that
the city, the mayor and the head of the council have both suggested
not using any of it on health-related things, but using it for school
construction. And I think the city should be allowed to make its de-
termination. If they think that is a higher priority for kids than
anything else, the State shouldn’t be telling them what to do, Fed-
eral Government shouldn’t be telling them what to do. Let the local
elected officials have the authority and the responsibility to make
those determinations.

Mr. BURTON. Thank you, Governor. Thank you.
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Governor PATAKI. Let me welcome Congressman Meeks. It is
good to see you. I am surrounded by New Yorkers here.

Mr. BURTON. I think they love you. I was just about to acknowl-
edge Congressman Meeks being here, we appreciate you’re being
here. And if you have questions at the end of our questioning, we
will be glad to allow you to ask a question or two.

Mr. MEEKS. Thank you, Mr. Chairman.

Mr. BURTON. Mr. Shays.

Mr. SHAYS. Governor, I am struck by the fact if you are a Gov-
ernor of a big State, you have got to be willing to be a brawler. And
it is a tough environment, and I am also struck by the fact that
while the Federal Government can make your job easier, you can
make our job easier as well. I mean you create more jobs, you have
more taxpayers, they are in better income, we get more money into
our Federal treasury, and we see more money flowing to Social Se-
curity and Medicare. So, you know, we thank you for what you do
for the Federal Government by your energized economy.

I am struck as well by the fact that even though the economy has
improved, what I see down here with no disrespect to either party
there is a tendency to want to spend surpluses. And I need to know
how you resist. First, I think it is extraordinary that you reduce
taxes 25 percent, obviously with the help of other people, but ex-
traordinary, really extraordinary.

And I want to know how did you resist the absolutely unbeliev-
able pressure there must be to spend more money?

Governor PATAKI. Well, it is difficult, because you did have ongo-
ing pressures to spend more money. And they are legitimate. There
is absolutely no area where you couldn’t justify spending more;
whether it is the environment, education, transportation, any area
like that.

Could you do more? Of course you could. But what you have to
do is recognize that there is an enormous cost from spending, and
that cost is in lost opportunity, lost jobs and we were seeing it in
New York State. What we have done is just made it plain in our
negotiations with the legislature and in the budgets I have sub-
mitted that we are going to control spending, and generally the leg-
islature has gone along.

Last year we had a little bit of a problem. And I ended up
vetoing $1.3 billion in spending from the State budget. Otherwise,
we wouldn’t have had the significant surplus; and we wouldn’t
have had the restraint in spending. So that if you have to, if nec-
essary, first of all, draw a line and try to encourage restraint, but
if necessary, to take the action to actually veto additional spending.

What I propose this year is to keep the State’s increase in spend-
ing to the rate of inflation. Over the first 4 years, the average rate
of inflation was 2.3 percent, the average rate of State funds growth
was 2.2 percent. We kept it below inflation, and that is one of the
reasons that we have been able to do this.

Mr. SHAYS. I will just make one other comment that doesn’t re-
late quite to the budget, but tremendous concern about air traffic
all around the New York metropolitan area. And I am hopeful that
when you see two airports, Westchester White Plains and Stewart
that you look more favorable on Stewart as the airport to grow and
become that fourth regional airport.
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Governor PATAKI. Well, Stewart is—I don’t know that it will be
a fourth regional airport. But we do see that it has tremendous po-
tential for additional growth so that not only will it relieve some
of the pressure from the other airports, but it also helps the eco-
nomic activity and opportunities in the Hudson Valley.

Mr. Chairman, I misspoke earlier when I thanked the House for
passing the tobacco legislation. I just received a note that the Sen-
ate has and the House is looking at it. I would implore you to do
that, give the States the authority to make a determination as to
what we think is right, instead of having Washington impose a
one-size-fits-all solution to the allocation of those tobacco funds.

Mr. SHAYS. If I have any time——

Mr. BURTON. We will convey that to our colleagues.

Mr. SHAYS. If I have any time, I would like to yield it to Mrs.
Chenoweth.

Mrs. CHENOWETH. Thank you, Mr. Shays. Governor, this has
truly been an extraordinary report that you have given to us, 27
percent average reduction in taxes for your citizens.

Mr. SHAYS. He is a moderate Republican.

Mrs. CHENOWETH. Is he, Chris? Well see, Governor, I come from
all the way across the Nation in Idaho, and I am sitting here
amazed.

Governor PATAKI. Well, in fairness to Idaho, we had a lot higher
tax burden to cut, it wasn’t like we were starting from a low point.

Mrs. CHENOWETH. Yes, you did. The fact that you created, you
reported 453,000 new jobs, there are 479,000 people off the welfare
roles in New York

Governor PATAKI. 568,000.

Mrs. CHENOWETH. 568,000.

Governor PATAKI. I am sorry it is over 650,000 fewer, I get these
numbers confused. But they are astronomical.

Mrs. CHENOWETH. I got a wrong report. Followup on what Con-
gressman Shays was asking you, the resistance to cutting taxes is
overwhelming, we feel that here. I mean we are lobbied constantly
by those people who feel their jobs are threatened and, in large
part, they are, because we are trying to cut government.

What I see that you have done, not only takes political will, but
a personal skill in working with the legislature—in tandem with
the legislature to be able to make these tax cuts. And I know those
lonely moments when you have to veto spending programs are
lonely. But you obviously must have received a lot of cooperation
and good will that has been established between your office, your-
self, and the legislature, and my hat is off to you in doing that.

And I just hope that we here will be able to resist the resistance,
because I find that so many people are comfortable in the taxation
bondage, because they don’t want to see change. So, Governor,
thank you for this marvelous report that you have given to us.

Governor PATAKI. Well, Congresswoman, thank you for those
kind comments. And part of it was not just dealing with the legis-
lature, a significant part was taking the case to the people. In 1995
and in 1996, the largest crowds I had were pickets and protesters,
talking about how these policies were going to destroy health care,
education, result in thousands of layoffs of public employees.
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And I had to take the case across the State, and I did, and I con-
tinue to do it, as to the positive things that would come from this.
And you mentioned people being afraid of losing their jobs if you
cut taxes, in New York, people were losing their jobs because we
didn’t cut taxes. And we had to point that out and go to the floors
of the factories and say, we want your factory to grow here, and
not in some other State. And if we can cut taxes, we can convince
your employers to do that.

So sometimes you have to think outside of just the legislature
and outside of those groups that come to the legislature. And if you
do that, I think, make the case to the people, there is an over-
whelming recognition, I believe, that taxes are still too high, in
Washington, in the States, in New York. And when you look at a
family of four’s budget, the largest single expenditure is in taxes.
It is not in housing, it is not for food, it is not for transportation
or to send your kid to school, it is in the taxes you pay.

When we make the case, I think the American people say, yes,
we have earned the money that has created that surplus, let us
give it back to the people.

Mrs. CHENOWETH. Thank you.

Mr. BURTON. Thank you, Congresswoman Chenoweth.

Congressman Ryan.

Mr. RYAN. Thank you. I just have to share with you, Governor.
I, too, am just simply astounded at how well you have done to cut
taxes in New York, I did not know this. I am from Wisconsin, and
we have some relatively high taxes there. We used to say they are
not as bad as they have in New York. I don’t know if we can say
that any longer.

I wanted to ask you, you know, you had 13 different tax cuts that
were enacted under your leadership. Have you analyzed the dif-
ferent growth components of these tax cuts, which tax cuts created
and incentivized more economic growth among the other ones?

Governor PATAKI. Well, it is 36 tax cuts.

Mr. RYAN. I just have a page of 13, I guess they couldn’t fit them
all on here.

Governor PATAKI. And some of them were targeted at specific in-
dustries, and they worked. As Congressman Lazio pointed out in
his introduction, we made the State an Internet tax-free zone. The
prior administration, by regulations, imposed the telephone taxes
on the Internet. We by administrative ruling, said, no, we are not
going to do that. And we repealed those aimed at website design-
ers, new media.

And in lower Manhattan, they now refer to it as Silicon Alley as
opposed to Silicon Valley, because so many new media companies
have come, more than 100,000 jobs in new media, because of the
targeted tax cuts. We also looked at things like the alternate min-
imum tax that had a negative impact on manufacturing. And I
can’t—we still, last year, had a very small loss in manufacturing
jobs, but 5 years ago, we were hemorrhaging.

We were losing tens of thousands every single year. And I can
point to specific plants and companies that have said, because you
lowered the alternate minimum tax, we will keep a plant here; or
we will invest more. The income tax across the board income tax
cuts——
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Mr. RYAN. Was that a rate cut?

Governor PATAKI. That was a rate cut. And for the lower income
payers, it was significantly more than 25 percent. And at the top
rate, it went from like 8.75 to 6.8, something like that, a very dra-
matic reduction. That has had a huge impact on our ability to keep
high-wage earners in New York State and not locate their busi-
nesses and move themselves, again not just to the Sun Belt but to
New Jersey or Connecticut. So we have over 450,000 more private
sector jobs than we did in January 1995.

And in all areas, we are just seeing a greater, greater confidence
in the future of the State and a willingness to invest and continue
that economic expansion.

Mr. RYAN. So all of the different 36 cuts you did, you thought the
marginal cuts, the cuts that gave you a marginal incentive to
produce, save, invest, keep more of your own money when you cut
income tax rates, when you cut the alternative minimum tax rate,
you thought those had the strongest growth?

Governor PATAKI. Cutting rates, the marginal rates was abso-
lutely critical. Lowering that marginal income tax rate is some-
thing that Congress should do. With all due respect, I would rec-
ommend lowering those rates. Getting rid of the estate’s added-on
estate tax.

We were losing people to Florida and not just because of the
weather, but because they couldn’t—I used to say you couldn’t—not
only you can’t afford to live in New York, you can’t afford to die
in New York. And it was true, because of the estate tax.

By repealing that we are getting entrepreneurs who maybe they
are ready to give up a 9 to 5 job, but they still have ideas, they
still want to go into the office, to stay in New York. So marginal
rates, critical. Some targeted cuts, like our new media-targeted tax
cuts have been very important, and the estate tax has been very,
very important.

Mr. RYAN. When you pushed the estate tax reform, the marginal
rate tax cut reform, did you experience a lot of class warfare type
of arguments?

Governor PATAKI. Sure.

Mr. RYAN. Did you experience a lot a demagogues suggesting you
were giving tax cuts to the rich and things like that all?

Governor PATAKI. Absolutely.

Mr. RYAN. How did you defeat these arguments?

Governor PATAKI. Absolutely. The argument was exactly that,
the counterargument was that well you are talking about a person
earning more. The counterargument to that is jobs. What it comes
down to is if you are a low-income person and if you were a low-
income person in the mid-’90’s in New York State, you were the
one that was trapped there. You couldn’t afford to simply pick up
the newspaper and go buy a house in North Carolina or follow an
IBM plant to North Carolina. It was the low-income New Yorkers,
or the senior citizens, the ones who didn’t have the economic ability
to move, who were trapped where there were no jobs.

College graduates, engineers, they could follow the jobs. They
could go out to California and go down to Florida. But it was all
about jobs, because if you taxed that entrepreneur out of the State,
he is going to take his company, or she is going to take her com-
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pany, and all the jobs with them. And the low-income people are
the ones who are left with no opportunity, no jobs, no ability to see
their dreams for their children come true. So it was about jobs.

Mr. RYAN. In the face of this evidence, now that this has been
resolved, that the rate cuts took place, that jobs did grow, that ac-
tually revenues did increase, were those people who were the oppo-
nents of these tax cuts on the grounds of getting tax cuts to the
rich, are they all new converts now?

Governor PATAKI. No. I wish, Congressman, that I could say that
it is true; but it simply doesn’t work that way. As you know, too
often, if the political rhetoric seems to work, people are inclined to
use it. But what we have to do is just point out the facts, and the
facts are that tax cuts create jobs, they expand opportunities, they
give people more chance for the future, and, particularly, the low-
est income are the ones who can’t buy a house in the Silicon Valley
to follow a company there. We have to have jobs across this coun-
try, and lowering taxes allows us to do that.

Mr. RYAN. Thank you for your intellectual fortitude.

Governor PATAKI. Thank you.

Mr. BURTON. Thank you, Congressman Ryan.

Congressman Horn.

Mr. HORN. Thank you very much Mr. Chairman. Governor, you
are truly impressive in your record, and the fact that you would
have Mr. Lazio sitting beside you is another example of your good
decisionmaking. He is a very constructive Member of this body.
Yesterday Governor Whitman, who has done very much like you
have in this regard and takes on all adversaries with a smile as
you have, made this comment that if we were to use the surplus,
if it really ends up to be a surplus after what is going on in Yugo-
slavia, that she expended for Social Security and education.

Now a lot of us believe in that and a lot of us also want to give
tax cuts and the one that concerns me the most that we ought to
be talking about, and some of us did in the last 4 years. Mr. Neu-
mann and myself and Mr. Nick Smith of Michigan talked about the
unfunded liability of the Federal Government which are into the
billions over the next 30 to 50 or 70 years.

And we would like to know to what degree do you think we
should cut a lot of the National debt over the next 20 years at
least. And we could get rid of that debt, which is costing us hun-
dreds of billions of dollars in interest that could be used for other
purposes, further tax cuts, further support for some programs. I
would just wonder how you would advise us to balance the Social
Security, the education, the tax cuts and the retirement of the Na-
tional debt which we are talking about $5.3 to $5.5 trillion.

Governor PATAKI. That shouldn’t take more than 30 seconds to
balance the budget, take care of the debt, Social Security, education
and all the other needs of the Federal Government.

Mr. HORN. What priorities should we give it?

Governor PATAKI. First of all, I think Congress deserves enor-
mous credit for finally achieving a balanced budget. And we have
to make sure that, as we go forward, whether it is new programs,
debt reduction or whatever, that that balanced budget continues, it
is the right thing for our children, and for the future generations.
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Former President Bush made what I thought was a very inter-
esting suggestion with respect to the debt, and that was to allow
people on April 15, when they file their tax returns, to have a debt-
reduction checkoff, where they could allocate a portion of their
taxes, to voluntarily help reduce the Federal debt, I think that is
an interesting idea that should be looked at.

Obviously, preserving Social Security is not just critical, it is
something that is a matter of faith with the American people.
When people have worked all their lives and paid the payroll taxes
and paid into it, to tell them that their security in their old age
might be in jeopardy is unconscionable. So the highest priority has
to be to make sure that Social Security is protected and preserved
for future Americans. I believe there is a growing consensus on an
allocation. I believe the President proposed 62 percent of the Fed-
eral surplus for Social Security, and there is a growing consensus
that that percent should be appropriate.

What we have done in New York is both. We are continuing as
we go forward to cut taxes, but I have also proposed over that pe-
riod of time a capital program that will reduce State debt, and in
our upcoming State budget I propose a quarter of a billion dollars
in cash to begin debt reduction.

So certainly, if you can reduce the unfunded mandates and the
debt into the future, it not only allows you to build on the tax cuts
to create the economic expansion, but it lowers the cost of govern-
ment in the future so you can do it again.

So Social Security has got to be the priority. The budget should
remain balanced. I will absolutely look to continue cutting taxes so
that we will continue to see economic expansion in this country,
and cutting taxes would help to do that; and beyond that, whether
it is additional funds for defense, which are obviously necessary, or
additional support for education, which is desirable and we would
love to see in the State, we would be very pleased.

Mr. HORrN. Thank you. Keep up the good work.

Governor PATAKI. Thank you.

Mr. BURTON. Thank you, Mr. Horn.

Mrs. Biggert.

Mrs. BIGGERT. Thank you, Mr. Chairman.

Let me add my congratulations to what you have been able to
accomplish in New York, Governor Pataki. I am sorry I missed Mr.
Lazio’s opening statement from all the praise that he has garnered
here, I guess I missed something that was spectacular. I will have
to read it.

I am from the State of Illinois and have been in the Illinois State
Legislature and was active in our school reform in trying to work
out how we were going to fund our schools. We have a State con-
stitution to provide the preponderance of aid to schools by the
State, which is assumed to be about 51 percent, which we cannot
match. And so it makes our property taxes high because of the
State not being able to fund all of it, and as the property taxes go
up, then that really does increase our liability. But you have been
able to cut the school taxes by 27 percent, and then by seniors of
45 percent. I am amazed. I would love to know how you did that
without raising other taxes. And we considered income taxes, we
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went to some of the service taxes and used part of our surplus, but
could not come up with just having the money available.

Governor PATAKI. Well, from the beginning, I realized that one
of the most destructive taxes was the school property tax, particu-
larly for senior citizens. Too many New Yorkers worked all their
lives, lived in their homes, sent their children to school, and then
had to give up their house because of the school taxes. We would
have budget votes and, Congressman Lazio knows, on Long Island
you would have battles between senior citizens and advocates for
education over whether or not to approve the school budget. It
wasn’t that the seniors didn’t want their grandchildren to get a
good education, it was they didn’t want to get taxed out of their
homes. It was a completely unfair proposition.

So that is why our STAR Program, our school tax reduction pro-
gram was so important. What we did is discipline the government.
We said, as the economy grows, as additional revenues come in, we
are going to put them into a program that is going to be focused
on education and on relieving the school tax burden. We passed the
STAR Program, it is going to save homeowners in excess of $2.5
billion a year off their school property taxes. But at the same time,
we expanded State aid to local education. And the way you do it
is simply by looking at areas that should not be as high a priority.
We have reduced the State bureaucracy by about 20,000 workers.
That is saving us hundreds of millions of dollars a year. And not
only is it saving us money, it is allowing the government to func-
tion more effectively, because you don’t have people tripping over
each other trying to force somebody to file another form that they
are going to go then read and send a letter about.

So if you can control spending in the areas such as the State bu-
reaucracy, and again, let me thank the Congress, because one of
the reasons we have been able to make this type of investment in
tax relief and in education is because of the historic welfare re-
forms; 650,000-plus fewer people on welfare, that is saving us $153
million a month. It is an astounding number. Workfare works, re-
quiring able-bodied people to participate in order to get a check
works.

So if you can control spending, reduce the costs in other areas
like the State bureaucracy, and then allocate it to something like
school tax reduction and education, you can end this battle of
Eehghbor against neighbor when it comes time to approve a school

udget.

Mrs. BIGGERT. So was there a big increase in the amount that
you then put into education?

Governor PATAKI. Yes. Not only—as Congressman Lazio pointed
out, when we did the STAR Program, in the past, the State govern-
ment would pass an exemption and then let the local government
or the school district figure out how to pay for it, so that the State
politicians would be the heroes and the local ones would be the
ones who are left holding the bag.

What we have done with our STAR Program is we created an ex-
emption for the average senior citizen. That exemption is a $50,000
exemption on the value of their home, for which no school tax is
paid. But to prevent the school district from losing the money, the
State pays that amount directly to the school district, so that the
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school district gets all the funds it would have gotten, but that the
homeowner no longer has to pay taxes on that value of their home,
and in many of the upstate counties a $50,000 home is the value
of the home, so they pay no school tax at all.

Not only have we done that; but at the same time in both 1997
and 1998, we had the largest increases in State aid to local schools
ever in the history of the State. Last year our increase in aid to
the schools was over $800 million.

Mrs. BIGGERT. And you mentioned the welfare, and that was a
concern in Illinois too, and has been very successful. My concern
has been from a State perspective that there can be some back-ped-
aling on the Federal level, and since it is working, there has been
some talk well, let’s cut, because they are not going to need all of
that, and that is my fear, so I hope that the States will keep the
pressure on that to not allow us to do that.

Governor PATAKI. Congresswoman, that is a very valid point. I
totally agree with you. Just as I was saying that as we cut State
taxes, we didn’t shift the burden to the local government. We don’t
want Washington to shift the burden to the States on things like
welfare, and we hope that the programs that have been so success-
ful will continue.

Mrs. BIGGERT. Thank you very much.

Thank you, Mr. Chairman.

Mr. BURTON. Thank you, Congresswoman Biggert.

Mr. Meeks, thank you for visiting with us. Do you have any com-
ments you would like to make?

Mr. MEEKS. Thank you, Mr. Chairman.

Welcome to Washington, Governor.

Governor, I am sure you know that I am not one of the con-
verted, and there are many issues that I disagree with and have
a different viewpoint with reference to what is going on in the
State of New York. However, I didn’t come here for that. I came
here to say thank you for your statement in reference to the recent
issues that are going on in the city of New York. Your voice was
heard, and we appreciate that statement.

I came here also to say that though I don’t view many of the
issues the same way as you do, you have had a staff here that has
been open and willing to talk and been very beneficial to my office,
as well as the incidence of, particularly within my district, as you
know, the Springfield Gardens has had a situation with reference
to flooding that is unheard of, and time after time after time, and
again with no resource, and you met with Senator Waldon and
Councilwoman Juanita Watkins and State Assemblywoman Pau-
line Rhodd-Cummings, and, in fact, gave some grant money and
some relief to those homeowners.

I just wanted to say that though we differ and, in a different
time, I reserve the right to be very critical of some of the policies
that you have set forth. Still, you have been open, and I look for-
ward to working with you with reference to the Eastside Access
Program and the light rail and reramping JFK airport and, hope-
fully, working together to make sure that local businesses and mi-
nority businesses and women-owned businesses have an oppor-
tunity to participate in the economic development that is being
spurred on in large part by your office in Southeast and Queens.
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Governor PATAKI. Thank you, Congressman. We are one State,
and when we had the horrible ice storms in Congressman
McHugh’s district, you were there willing to help us out, Congress-
man Towns was willing to help us out in dealing with that dis-
aster, and when they had the flooding in Southeast Queens, we are
going to be there. It is just a shame that in the past, that hasn’t
happened. We are going to continue to be there.

With respect to what is going on in Queens, the revitalization in
downtown Jamaica is just very exciting, and we intend to be very
active in the State in moving forward with that and involving the
community, because it is absolutely essential to do that. I appre-
ciate your reserving your ability to criticize me in the future. I am
absolutely confident that that will happen. But let me also just say
that I appreciate the respect with which that criticism and my ac-
ceptance of that criticism will go forward.

I think elected officials get in trouble when they are 100 percent
convinced that they are the only one who is right. Nobody is always
right. Nothing cannot be improved, and you have to listen to those
who are critical of your ideas, because sometimes they are right.

Mr. BURTON. Thank you, Congressman Meeks.

Let me just say that I have been impressed not only with your
tax cutting and your administration in New York, but I have been
impressed with the kind of bipartisan and nonpartisan attitude
that has been expressed by Congressman Meeks and Congressman
Towns and others today, so they are to be congratulated as well as
you, Governor.

Let me just say in closing that we have had Governor Whitman
of New Jersey, Governor Huckabee of Arkansas, Governor Gilmore
of Virginia and now you, Governor Pataki of New York, and you
have all said pretty much the same thing that cutting taxes stimu-
lates economic growth, creates jobs and helps your States and has
helped your States. That is a lesson that I hope is not lost on the
Congress of the United States, and Congressman Lazio, we appre-
ciate very much your being here and being such a supportive Con-
gressman and help to the Governor as well.

We are going to continue our hearings in the future. On April
22nd we are going to have Governor Tommy Thompson talk about
welfare reform which you alluded to today, and he is going to be
testifying on how that has helped his State. One of the things that
we want to convey to the American people is that this Congress—
transferring control and ability to govern back to the States works
and allows you to do your job more efficiently, and cutting taxes
works as well.

So Governor, thank you very much. You have been a great wit-
ness. Thank you, Congressman Lazio.

This hearing stands adjourned.

[Whereupon, at 12:01 p.m., the committee was adjourned.]
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